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PREFACE TO THE THIRD EDITION 


We have expanded and thoroughly revised the edition in 
the light of the suggestion received from friends and teachers 
ill the various provinces. Many additions, viz., new chapters on 
family budgets and rural development of India, the organisation 
of rural development in U. P., the agricultural and industrial 
development in U. P., the budget of the Bombay Province, the 
Tenancy Act of 1939 and many new blocks indicating Indian 
conditions have been made. All the facts and statistics have 
been brought up-to-date. 

Wc expect that this new edition will prove very useful to 
those for whom it is made. 

W'c are grateful to all our friends who have given their 
valuable advice to us. 


Naini Tai, 
June 4, 1940 


R. K. Sharma 
S. S. Nhivan 




PREFACE TO THE SECOND EDITION 


I'his edition wliich we now place before our readers lias 
been thoroughly re-arranged and expanded. It embodies some 
valuable additions, viz., a brief survey of the Indian currency, 
income and consumption in India, efl&ciency of Indian labour, 
provincial budgets of the Central Provinces and the Punjab 
and many new diagrams and blocks indicating Indian condi- 
tions. Every effort has been made to deal with all the impor- 
tant spheres of economic activities at the present day, with 
special reference to India. Up-to-date statistics that throw a 
flood of light on conditions obtaining today have been incor- 
porated wherever necessary. 

Other new matters have been introduced in the light of the 
various suggestions received from friends and teachers in the 
United Provinces and Rajputana Colleges. We are confident 
that the hook will prove extremely useful to those for whom it 
is intended. 

'Wc take this opportunity of acknowledging our deep 
obligations to those friends who have sent us their valuable 
suggestions. 


Brvar.uj.Y College 
July 5, 1937 


R. K. Sharma. 
S. S. Nirvan 




PREFACE TO' THE FIRST EDITION 


EconomicSj wliich the profits of the Nineteenth Century 
clcnoimc:cd as the 'dismal science/ is now recognised as the most 
important of sociological studies. In the industrial countries of 
the West, a knowledge of Economics is considered one of the 
prime necessities for understanding the milieu of life as it has 
evolved to-day from the incipient civilisation. The problems 
which the Great War has set loose upon the world — such as the 
bankruptcy of nations, frozen credits and failing banks, the 
flight of the Pound or the Franc from the gold standard, the 
stupendous riddle of unemployment, the increasing recurrence 
and intensity of strikes — arc and all fnay b% directly traceable 
to the faulty systems of production, distribution and exchange. 
Even the Japanese occupation of Manchuria and the Italian 
aggression in Abyssinia can be explained and accounted for on 
a purely economic basis — the pressure of population and the 
consetjuent need for raw materials. 

At any rate, this is certain, that a thorough understanding 
of Economics is absolutely essential for a fuller appreciation of 
the conditions of modern life. It is an indispensable part of a 
cit:i'/.e!ii’s education. In India, in particular, where the social 
as well as* the political orders are being re-shaped, it is all the 
iTun*c necessary to study Economics in relation to the peculiar 
snciul conditions. • 

This book is an attempt to give a concise, clear and 
unbiassed survey of the subject-matter of Plconomics for less 
advanced students. It covers practically the whole syllabus of 
the Intermediate Examination in Economics as laid down by the 
Indian Universities and the various Boards of Intermediate 
Educaiion. The students will find it^ extremely useful at all 
stages of their work, as economic theories have bees discussed not 
only from the purely academic point of view but also in their 
application to special Indian conditions. If we succeed, in creat- 
ing in the students a genuine interest in the study of .Economics 



and its impact on life, we will consider ourselves amply rewarded. 

Our sincere thanks are due. to Mr. N. K. Chaddlia, M.A., 
LL.B., Lecturer in .Economics, Bareilly College .for Ids many Itiiitl 
suggestions, a,od ungrudging help. 


Bareilly Coll,kge 

M(iy ./ 5 , 19:^6 


K. K. Sharma 
S. S. Nik VAN 
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A 

FIRST APPROACH TO ECONOMICS 

FOR 

INDIAN READERS 

CHAPTER I 

SUBJECT-MATTER GF ECONOMICS 

Definition of Econotnics 

For almost every different object occupying space there is 
a separate science. Planetary motions, for instance, form the 
subject-matter of the science of astronomy. The science of 
metallurgy treats of the composition of metallic substances. 
Geology studies the history and composition of the earth. 
Biology carries on investigations in the realm of life forms and 
principles of plants and animals. Psychologists seek to under- 
stand human behaviour or consciousness. The subject-matter 
of Economics, in the same way, is man. Man, however, is the 
topic of discussion for a number of sciences. He figures in 
ethics, politics, psychology, biology, and in all social inquiries. 
Mail remains engaged from morning till evening in all kinds of 
activities — ^religious, philanthropic, patriotic, social, and econo- 
mic. Now all the activities of man do not fall within the 
pj:ovhice of Economics. Economics concerns itself only with 
man’s economic activities. By economic activities are meant 
those human activities that direct themselves towards the 
creation, appropriation, and accumulation of wealth. Man’s 
wealth-getting and wealth-spending activities alone, therefore, 
form the subject-matter of Economics. "When a man is busy 
ill doing things other than those concerning his livelihood .he 
is behaving as a non-economic man. A tourist who climbs a 
mountain, merely to enjoy the beauties of nature is not per- 
forming an. economic activity, but the activity of the guide 
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accompanying him is economic because be climbs in the expecta- 
tion of some reward. A musician who sings for pleasure k not 
performing an economic activity but tbe activity of one who 
sings for a reward is economic. The farmer, the smith, the 
carpenter, the shoe-maker, etc., work not in sport but in order 
to earn their liveliliood;' hence they are carrying on economic 
activities. The activities of a lock-maker are economic because 
he works to earn something thereby; but King Louis XVFs 
activity in making locks was non-economic because he made 
them for mere amusement. Between a man who rows for 
pleasure and a boatsman who rows to earn a living, between a 
girl who spends her evening at a ball and the dancer who appears 
in a ballet, there is only one difference — ^the first rows or dances, 
solely to row, or dance, while the others do so to earn their 
living, and this is sufficient to call the* activity of the former 
class non-economic and of the latter economic. Activities 
such as for love of country, love of art, pity, shame, religion, 
charity, etc., are not treated in Economics. Economics consi- 
iders mankind as occupied solely in the making, exchanging, 
sharing, and using of wealth. 

It must be emphasised, however, that Economics is a social 
science. That is, it deals with man in his relation to society. 
The economist is concerned with man only as a unit in society, 
as a member of a social organisation, and not as an individual 
in isolation, e.g., an ascetic who lives in solitude after renouncing 
the world. The actions, desires, and objects of a particular 
individual are of little importance to economic science; it is 
the average of the actions, , desires, and objects of all members 
of society, that matters. For instance, Economics does not 
study how wealth is produced a.nd consumed by this individual 
or that but how wealth is produced, exchanged, distributed, 
and consumed in society. Tl:^s, Economics may be defined 
as a social science which deals frith wealth-getting and v/caltli- 
using activities of men. Mnomics studies both man and 
wealth, and it is not purel^ science of wealth as understood 
aiid^defined by earlier writers' bn Economics. Marshall observes 
‘Tolitical Economy or Economics is a study of mankind in the 
ordinary business of life; it examines that part of individual 
and social action which is most closely connected with the 
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attiiimn.cnt. and. with the use of the material requisites of well 
being. Thus it is on the one side a study of wealth, and on 
the other, and more important side, a part of the study of 
man.” 

Scope of Economics ■ ' / ■ 

.Before dealing with the scope of Economics and inquiring 
whether Economics should be dealt with as a science or as an art 
or as both, it is desirable to emphasise the distinction between 
a science and an art. 

Any branch or department of systematised knowledge 
considered as a distinct field of investigation or object of study 
is science, e.g., the science of astronomy, chemistry, geology, 
botany, economics, politics, etc. A science deals only with the 
relations of cause and effect. It assumes nothing to be good 
and nothing to be evil. It does not start with the idea that 
something is desirable or undesirable; nor does it arrive at any 
such conclusion as its result. Its business is not to offer precepts 
or prescriptions. Its sole concern is to show why certain effects 
follow certain causes. Art in general consists of truths of 
science arranged in the most convenient order for practice. A 
system of rules or of organised modes of operation serving to 
facilitate the performance of certain actions is art, as, the art 
of building or engraving, the art of war, the art of navigation, 
etc. An art assumes that a certain thing is desirable or that a 
certain other thing is undesirable; that something is good or 
that something is evil. Its object is to ascertain how the good 
.may be attained, or the evil avoided. Suppose some one goes 
to a chemist with a bottle of poison in his hand and enquires of 
him whether he should swallow the contents of that bottle. 
The chemist as a scientist cannot tell him what he should swallow 
or refrain from swallowing. He can only say that if the liquid 
is .swallowed up he will experience such and such sensations 
and after so much time he will die. Similarly in regard to the 
paq-ment of interest the science of Economics can only point 
out why interest is paid at all, and what determines the rate 
paid. Whether interest ought to be paid, and, if it ought, 
what constitutes a fair rate of interest is the sphere not of the 
science but of the art of Economics. The business of giving 
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advice regarding conduct is not that of the scientist but of 
an artist, A science merely teaches us to know and it is art 
that teaches us to do a thing. 

The scope of Economics can be found out only when we 
know vdiether it treats of the actual or the ideal. Is it a science 
concerned exclusively with the investigation of uniformities or 
sequences, or is it an art having for its object the determination 
of practical rules of action? What, for example, is the true 
problem of Economics in regard to the influence of competi- 
tion on wages? Is it to investigate the exact nature of that 
influence? Or is it rather to determine how far the effects of 
competition can be morally approved, and to what extent it 
should be superseded by combination or governmental inter- 
ference? Some economists are of the opinion that the function 
of Economics is to investigate facts and discover truths about 
them, not to prescribe rules of life. Economic laws are state- 
ments of facts, not practical precepts. Economics is, in other 
words, a science, not an art. It furnishes information as to the 
probable consequences of giving lines of action, but does not 
itself pass moral judgments, or pronounce what ought or what 
ought not to be. If Economics is treated as a science, it may 
be defined as the science which merely states the laws regulating 
the production and distribution of wealth, so far as they depend 
on man’s activities. Some other economists, on the other hand, 
regard Economics as having a high ethical task, and as concerned 
with the most important problems of human life. The science is 
not merely to classify the motives that prompt to economic 
activity; it must also weigh and compare their moral merit. 
It must determine a standard of the right production and distri- 
bution of wealth, so that the demands of justice may be satisfied. 
It must set forth an ideal of economic development. If Eco- 
nomics is taken as an art, it may be defined as the art wliicli 
points out the institutions and habits most conducive to the 
production and accumulation of wealth. It is, liov/ever, now 
generally agreed that in Economics the positive investigation of 
facts is not an end in itself, but is to be used as the basis of a 
practical enquiry. The function of Economics is not only to 
point out the scientific laws that actually control production 
and distribution but also to show how national production 
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and distribution o£ wealth should be regulated. Economics is 
not solely concerned with the study o£ wealth, but its investi- 
gations extend also to a consideration o£ matters which affect 
the welfare of man and of the community in which he lives. It 
lias been shown that Economics in throwing light on. practical 
problems and in indicating the best forms of economic organiza- 
tion has been serving humanity to a very great extent. Hence 
wc see that the scope of Economics has been very much widened 
to-day. The economists of the present age, generally, treat it 
.neither as a science alone, nor as an art alone, but both as a 
science and an art. 

Divisions o£ Economics 

For co.iivenience of exposition and facility of study and 
analysis the subject-matter of Economics has been classified under 
the following heads: 

(1) Introduction. In the opening chapters usually an 
idea of the nature, scope, and usefulness of the science is given, 
certain technical terms which are used too frequently in the 
course of the discussion of the subject are explained; and the 
main topics with which the science is concerned are shown. 

(2) Consumption. The subject of human wants and 
their satisfaction by the use of wealth is comprehended in the 
economics of consumption. Under consumption we study and 
observe various phenomena, such as the characteristics and classi- 
fication of wants, the Law of Dimimshing utility, the Law of 
Equi-Marginai utility, consumer’s surplus, the Law of Demand, 
etc. 

(3) 'Production. The economics of production contains 
tiic observation and analysis of the manner in which wealtli is 
created by man. Various factors of production, e.g., Land, 
Labour, Capital, Organisation and Enterprise, and the laws 
and principles governing the various branches of production, 
arc studied under this division of Economics. 

(4) Exchange. How each man is able to barter his own 
surplus products for those which form the surplus of others 
but which are of great use to him is studied in the economics of 
exchange. The study of exchange includes a consideration of 
problems sucli as the basis and forms of exchange, Theory 
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of value and prices, the mechanism of exchange-markets, 
money, credit, banking and domestic and international trade, 

(5) I)htnhution. How the national dividend or income 
is apportioned among the different factors of production — ^Land, 
Labour, Capital, Organisation and Enterprise-— is explained in 
the economics of distribution. The problem of distribution 
of total wealth between those who collaborates in its production 
is assuming greater importance in view oi the growing con- 
sciousness among the people about its mal-distribution. 

(d) PnbUc Finance. Public Finance enquires how much 
v/ealth the government requires to fulfil its functions, how it 
obtains this wealth, and how it Uses it. Here v/e study the 
principles of public revenues, public expenditure and the 
public debt incurred by the state in the .discharge of those 
economic and other varied functions which now devolve upon 
the civilised governments. 

It should be noted, however, that there is no strict line of 
demarcation between tbe different departments mentioned 
above. They are -all interrelated and interdependent and 
mutuaity act and react upon one another. 

Relation of Introduction to other Departments 

\Vith,oiit a proper understanding of the introductory por- 
tion it is difficuit to grasp clearly the divisions of Economics 
which follow this portion. Unless one knows the subject- 
matter of Economics it is not possible to follow the topics 
dealing with consumption, production, etc., which are merely 
branches of Economics. Besides, certain technical terms like 
'goods’, 'wealth’ etc., recur again and again even in portions 
other than those dealing with introduction, and unless one has 
grasped their full import from the very beginning it is not 
possible to follow any discussion in Economics clearly. 

Relation of Gonsitmptioii and Prodtiction 

Consumption is the sole end and purpose of all production. 
The object of consumption is to derive utility b)'- the destruc- 
tion of the thing used. To replace this destruction of utility 
is the object of production. It is the consumption which gives 
stimuhts to and directs the course of production. The con- 
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sumers are tlie controllers of production because it is upon their 
decisions that the supply of goods and services depends. An 
increased demand for a commodity stimulates the production 
of that commodity. The industrial activity of a nation can 
be increased mainly By the growth of mcn^s objects of desire. 

Production also affects consumption in its turn. If goods 
are not produced, there cannot be any consumption of them. 
Consumption is made possible because goods are produced. It 
is production which supplies the means by which man’s wants 
are satisfied. The price of an article is as important as its 
utility in determining the quantity consumed. And the price 
of any article depends normally upon cost of production. If 
the cost of production of an article goes up, less of that article 
will, other things being the same, be consumed, and if the 
cost of production of the article goes down, more of that article 
will be consumed. And if the price (as a result of the very 
heavy cost of production) of the article becomes prohibitive, very 
little, if at all, of that commodity will be consumed. Thus 
production influences consumption. 

Rela-tlon of Consitmption and Exchange 

If there were no exchanges each man would have to sub- 
sist on what he could produce directly himself, using his own 
and no one else’S' instruments of production. As things are, 
liov/ever, no one lives only on what he has himself produced 
but each lives on what has been produced by a vast number of 
other persons. This is the result of exchanges. If people had 
no wants, there would be no exchange either and the whole 
machinery of exchange would collapse. Besides, exchange value 
(i.e., the ratio of the number of units of one commodity to the 
number of units of another commodity for which it exchanges) 
is considerably dependent upon 'utility’ — ^the very basis of the 
economics of consumption. Utility is indispensable to exchange 
value. The exchange value of things is founded upon their 
utility, or upon our wants for them, or upon the use we can 
make of them. 

Relation of Gonsiimiition ' and Distribution 

The connection between the consumption and distribution 
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of wealth is very intimate. The kind of articles selected by 
the consumer depends upon the amount of his income. It is 
the length of a man's purse that decides what things he will 
consume and in what quantity. If, however, there had been, 
no wants to satisfy there would not have been any production, 
and if wealth had not been produced there would not have been 
anything to distribute. The amount of income that each factor 
of production gets from the national dividend is indirectly 
dependent upon the consumption of the people. If the standard 
of living of the people is high, which means if they want to 
consume more and better and varied kinds of goods, there will 
be greater production on the part of such a people, which will 
augment the national income. Similarly, if the standard of 
living of the people is low, less will be produced and conse- 
quently there will be less of that which has to be distributed. 
Thus we see that the national dividend or that which is distri- 
buted is ultimately dependent upon consumption. 

Relation of Consumption and Public Finance 

The Government (mainly by taxation) in certain cases 
exercises a great control over our consumption. In those cases 
where the consumer is not the best judge of his own real in- 
terests or of the real value of the articles consumed, the Gov- 
ernment has controlled the production and sale of such articles. 
Thus in most countries the sale of intoxicants and the prescrip- 
tion of medicines have been placed under legal restraint e.g., 
the prohibition scheme introduced lately by the Congress Gov- 
ernments, specially in the provinces of Bombay and Madras. 
At the same time also laws with detailed provisions have been 
enacted against various forms of adulteration of articles of 
consumption. The Government, if it likes, can make it im- 
possible for the consumers to make use of a certain article by 
subjecting that article to a very heavy tax. 

Consumption also can aifect, and actually affects, public 
finance. In all cases of indirect taxation the income of the 
State is dependent upon the amount of goods consumed in a 
country. If more goods are consumed the Government’s in- 
come from taxes increases, and if less goods are consumed its 
income automatically goes down. The budgetary dislocations 
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in most countries of tlie world are often due to tlie uncertainty 
of die income that the State expects from indirect taxes. Most 
of the activities of the Government can be paralysed if the 
consumers decide to make use of only small quantities of a few 
commodities. 

Relation of Prodixctiosi and Exchange 

Men are able to devote themselves exclusively to one occu- 
pation because the product of that occupation can be exchanged 
for the products of other occupations. It follows therefore 
that production now-a-days is carried on primarily for the 
market and the process of production is not complete unless 
the commodity or service produced is placed into the hands of 
consumers through an elaborate process of Exchange. The 
division of labour, the localisation of industries, large-scale 
production, and the use of machinery, etc., have been rendered 
possible due to the practice of exchange. Production besides 
being dependent on exchanges also affects the machinery of 
exchange. If there had been no division of labour, no localisa- 
tion of industries, etc., the problem of exchange would not 
have arisen at all. Only when each man took up the practice 
of producing one article the need for exchange arose. 

Relation of Production and Distribution 

Production affects distribution very considerably. That 
alone can be distributed which has been produced. The 
quantity of goods and services to be distributed is absolutely 
dependent upon the amount of goods and services produced in 
a country within a certain time. More or less is distributed 
according to more or less production. Distribution in its turn 
also inflacnces production. The rich consume those luxuries, 
which, if w'^ealth were equally distributed, would either he not 
produced at all or, at any rate, not to the same extent. Dis- 
tribution affects also the productive capacity of a nation. If 
there is more equal distribution of wealth the efficiency of 
workers would increase because of their increased standard of 
comfort and this increased efficiency of the workers will enable 
them to produce more wealth. On the contrary, if the dis- 
tribution of share in the total wealth is not equitable to any 
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class of producers, it may lead to adverse cfi'ccts on tlie 
productive capacity of a country. 

Relation of Production and Public Finance 

No accumulation of capital and liencc no production of 
v/ealth is possible in a country in the absence of security of life 
and proj5crty. And this security of life and property is pro- 
vided to the people by the Government of that place. Produc- 
tion of -wealth is further dependent to a great extent upon the 
proper development of the means of transportation and com- 
munication. It is the Government -which provides and looks 
after the country’s means of communication and transport. 
Production also depends upon the fiscal and other policies of 
the state. By levying no taxes on raw materials and necessaries 
of life, and by granting protection to the home industries Gov- 
ernment can help considerably in the production of wealth in 
a country. 

Production, however, also affects the public finance. The 
income of the Government is dependent upon the income of 
the people. If the people of a country do not choose to 
produce more wealth, the Government of that country can never 
prosper. If, on the other hand, people produce more wealth 
and are better off, the income of the Government will also 
increase and it will be in a better position to perform its func- 
tions efficiently. 

Relation of Distribution and Public Finance 

In a communistic society where the total produce of the 
community is, by the agency of Government, distributed to 
individuals according to considerations of need, without regard 
to their ability, the part played by the State in the matter of 
distribution is quite obvious. Even in the existing individual- 
istic system of distribution where the rights of private pro- 
perry are recognised, the Government, however, infl-ticnees the 
distribution of wealth by guaranteeing minimum wages to 
workers at times, by recognising the rights and efiorts of 
labourers to raise wages by combinations against the einjfioyers, 
and by forcing the employers to contribute towards sickness, 
accident, and unemployment insurance schemes, etc., and tends 
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to reduce tlie inequality of wealth of different classes through 
the levy of a higher rate of taxation on richer classes, articles 
of luxury and so on. On the settlement of the questions con- 
cerning the division of the social income depends the peace of 
society. Errors concerning the law of distribution strengthen 
the hands of social agitators against the Government. If it 
were a general conviction that the national income is shared 
according to an unjust principle, no force could prevent an 
overturning of the existing form of Government in a country. 
Thus the problems of distribution and public finance are very 
closely connected with each other. 

It must be quite evident now that the various branches 
of Economics cannot be divorced from one another, or discussed 
to any purpose in isolation. 

Relation of Economics to other Sciences 

For the purpose in hand it is convenient to divide the 
sciences into two great groups, namely, the moral or mental 
sciences (such as Politics, Ethics, Psychology, Economics, etc.) 
which have to do primarily with laws of mind, and the physical 
or nattiral sciences (such as Physics, Chemistry, Geology, Botany, 
Astronomy, etc.) which are primarily concerned with matter.^ 

*John Stuart Mill, one of the earlier economists of the classi- 
cal school, classified the Study of the Universe in the following 
manner illustrated by a diagram- 

study of the Universe 


Physical or Natural Sciences Moral or Mental Sciences 


Geology Physics Chemistry Biology 


Those dealing with 
individuals, viz.. 
Psychology or 
Physiology 


Those dealing with 
groups of individuals 
and their social 
relations, i.e. Sociology 


Ethics Jurisprudence Politics History Economics 
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Economics is closely related to almost all the sciences- whether 
mental or physical — of the worldj but her relationship with 
the moral or mental sciences which deal primarily with man, 
is more intimate because it also has man as its subject-matter. 
Let us see how Economics is related to some of tliesc sciences of 
both kinds. 

Economics and Sociology 

Sociology is that science which imparts the knowledge of 
the constitution, phenomena, and development of the whole 
society. It is the science of the associated life of humanity. 
The data of sociology consist of all social facts. Therefore, it 
is also termed as the Science of Society or Social Science. Eco- 
nomics takes only one aspect of human society and action, it 
being concerned with man solely as a being who desires to 
possess wealth, and so it is a part of sociology. Economics 
treats of the laws of the production and distribution of wealth, 
not so far as they depend on all the phenomena of human 
nature, but only so far as they depend on the pursuit of wealth. 
Though the study of Economics is confined only to one parti- 
cular point of view, it has necessarily to take account of facts 
that belong to other divisions of social enquiry. In solving 
the problems relating to the distribution of wealth men are 
not entirely concerned with the question of gain simply. Social 
surroundings, and other pecuniary motives also affect theit 
decisions. The love of country, the love of power, the desire 
for personal esteem, public spirit, public opinion, sympathy, 
feelings of ill-will and duty, prevalent ideas as to what is just 
and fair are some of the forces that exert a great influence 
upon the distribution of wealth, /Wages are affected by com- 
binations amongst the labouring classes also. The mobility 
of labour is affected by legislations of all kinds. The causes 
of variations in the supply of labour depend on the social, 
intellectual, and moral circumstances that determine men’s 
standard of living as well as on such conditions as the price of 
necessaries of life. The motives for the production and accu- 
mulation of wealth vary again in different instances. Industries 
at times have been stimulated purely by religious motives. It 
is clear, therefore, that though in Economics the pursuit of 
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wealth, 3.3 th<; main force of which account is taken ^yet the 
facts of economic life are influenced by the various aspects of 
social life such as political and social institutions. 

Ecotiomlcs atid Ethics 

Ethics is a system of moral principles; it is the science of 
the ideal human character. It tells us what a man ought to do 
according to moral principles. Economics studies the activities 
and behaviour of man in relation to wealth as a member of 
society and an economist business is to describe more “what is” 
rather than to prescribe “what ought to be”. But men’s eco- 
nomic activities are often determined partly by moral considera- 
tions. No problem relating to human conduct can be solved 
satisfactorily until its moral aspects have been considered. The 
statement that the distribution of wealth in a country should 
aim at realising justice or should be so carried on as to give each 
individual engaged in industry and trade the just or fair re- 
muneration for his services is as much an ethical proposition as 
an economic one. Many economists have given expression to 
the idea that the fair price of a productive service is that price 
which renders possible the maintenance of the producers and 
their families in a state of health and efl&ciency. The influence 
of ethics is quite apparent here. The question as to whether 
existing institutions, or laws, or customs, are right or wrong is 
judged partly by a moral standard. Again, questions like what 
constitutes a 'just price,’ 'is it right to sell a thing for more than 
it is worth,’ cannot be answered adequately without the help of 
ethics. It is clear, therefore, that ethics materially influences 
the science of Economics in its practical discussions. So close is 
the relationship between the two sciences that Economic.s has 
been described as “the handmaid of Ethics.” 

Economics and Psychology 

Psycliology is the science of mind; it investigates the laws 
of consciousness and deals with the working of the mind. 
Economics deals with man’s efforts to supply wants and satisfy 
desires concerning his' bread and butter. 'Want,’ 'desire,’ 
'effort,’ 'satisfaction,’ are each and all mental phenomena and 
come, therefore, as much within the jurisdiction of psychology 
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as of Economics. The Law of Piminishing Utility, the Law of 
Substitution, the Laws of Demand and Supply, etc., merely 
explain certain traits of the working of the human mind. The 
whole discussion of 'Value’ depends intimately upon considera- 
tions of psychology. The famous remark of Prof. Foxwcli that 
Economics is "anchored in psychology” well points out how 
closely Economics is related to psychology. 

..Economics .and Politics . 

Politics is the science and art of government; it is the 
science which deals with the organisation, regulation, and 
administration of a state, in both its internal and external 
affairs. VTthout a sovereign power a society is almost un- 
thinkable, since men’s aims and methods of doing business 
vary and often lead to conflicts. There are frequent disputes 
and unfair practices which are settled by the Government. The 
necessity of government and its laws are imperative to control 
economic activities. In recent times owing to the increased 
participation of the state in the various economic activities of 
the country, Economics and Politics have come into closer 
relationship and the Statesman and the Economist have to 
depend on each others investigations in order to get nearer to 
the ideal. Peace and security of life and property are indispens- 
able for the production of wealth, and these are provided in. 
every country by its Government. There are many other 
ways in which the States influence the field, of economic activ.ity. 
The production and sale of intoxicating drinks is governed by 
law. The terms of the documents regarding an exchange of 
goods, of securities and other titles to income or wealth, of credit 
instruments, etc., cannot be violated. It is the Government 
which enforces these contracts. Immoral traffic of all kinds is 
illegal, even if agreed upon by both parties. Workers cannot 
be engaged on conditions restricting their natural freedom. 
Trade unions are associations formed under the protection, of 
the law. Many of the problems such as the control of mono- 
polies, trusts, management of railways, public finance, laws 
regulating banks, factory legislation, etc., have both an eco- 
nomic as well as a political aspect. Countless measures are 
passed by legislatures to regulate competition. Production and 
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distribution of wealtli in a country are materiaily affected by 
the kind of Government of that place. It is clear, therefore, 
that Economics and Politics are almost 'wedded’ to each other. 

Economics and Economic' History 

Economics is closely related to history. Economic history 
is a systematic written account of economic events, and is 
usually connected with a philosophical explanation of their 
causes. It helps us to interpret the present with a knowledge 
of the past. Many of the present-day economic problems have 
their roots in the past and are centuries old. The history of 
their origin and development greatly assists the economists in 
throwing light upon those questions and arriving at correct 
conclusions. It would be an impossibility to study the science 
of Economics if it is completely divorced from historial studies. 

"We shall gain a clearer insight into the principles regulat- 
ing the distribution of wealth in a country, if we follow the 
process of development through which the system of distribu- 
tion has passed. The problems of trade unionism can be better 
appreciated if we study the circumstances under which trade 
unions originated. The need and function of the Bank can 
be properly understood only if we take account of its origin. 
The facts of the Quantity Theory of Money can be illustrated 
in the light of past events. The effects of machinery on wages, 
the recurrence of credit cycles, the evils of bad currency re- 
gulations, the working of progressive system of taxation, the 
economic effects of State interference of all kinds are some of the 
many instances showing the economists’ dependence on histori- 
cal material. 'W'hy the taking of interest is justified, at the 
pi'csent time and why was it considered immoral and vigorously 
ccijiclcmncd in the Middle Ages can again be understood well by 
having recourse to history. 

The .function of history is not merely to illustrate and 
cordirni tbe present facts and theories; it also brings mistakes 
to light. The Iron Law of "Wages, the Wages Fund Theory, 
the Ricardian Theory of Rent, etc., are all condemned to-day 
by the economic history of wages rent, etc. It shows the 
defects of the Malthusian Doctrine of Population and points 
out how the subsequent course of events have falsified the fears 
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visualised by Maltlms. The study of economic history, there- 
fore, plays a very important part in the building up oi; tlie 
science of economics. Sir John Sealcy has well said; 

"Economics without economic history has no root, 

Economic history without Economics has no fruit.” 

Economics and Statistics 

Statistics is the science of the collection and classification, 
of facts, especially those facts which can be stated in numbers, 
or in tables of numbers. There is no branch of human know- 
ledge where the marshalling of figures and observation of mass 
of facts is not necessary. But for determining the laws of 
Economics and, as a matter of fact, of all the social sciences, 
there being little room for experiment, statistical enquiry is the 
only possible mode of investigation. Malthus based his theory 
of population upon elaborate statistical enquiries. Ricardo’s 
assumption that best lands are cultivated first was based on 
statistical data. The statement that labour in modern times 
tends to move from the ill-paid to the better-paid localities is 
based on statistics. The tendency of financial crises to occur 
at certain intervals was in the beginning disclosed by statistical 
observations. The problems such as whether during the last so 
many years the value of gold has appreciated or depreciated, 
whether the position of the working classes today is better or 
worse as compared to the last thirty or forty years, whether 
trade is flourishing now or is depressed, etc., arc stati.stical iu 
their very nature. The economic condition of a country can- 
not be described adequately unless we have the statistics of pro- 
duction, wages, prices, exports and imports, taxation, national 
iiidebtedness, etc. Statistics, therefore, is of immense scrv.!cc 
to the economist. 

' Economics and' Physical Sciences 

Physical sciences relate to natural or material things. Eco- 
nomics uses many of the laws of nature as its own premises. 
The definitions of 'Production’ and 'Consumption’ in Econo- 
mics, ^namely, that by Production is meant only the creation 
of economic utilities and not of matter, and Consumption means 
the destruction or utilization of utility alone that is present in 
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the matter and not the destruction of matter itself — are based 
upon the important truths of chemistry about matter, namely, 
that matter is irreprodiicible and indestructible. The important 
law of Diminishing Returns has been borrowed from the science 
of Agricultural Chemistry. Man’s economic efficiency is 
affected by physical conditions as well and economists in treat- 
ing the problem of economic efficiency of the people take note 
of this fact. It is from the Science of Astronomy and Astrology 
again that Jevons derived his famous "Sun-spot Theory?- of 
Crisis.” It is clear, therefore, that Economics borrows a numbers 
of its data from the physical sciences. 

It should be noted clearly that the economist is not con- 
cerned with the establishment of the ultimate principles of the 
various sciences — ^moral or physical — ^mentioned above. He does 
not investigate into the nature of the laws of sciences other 
than his own. Though the laws of economics rest upon a 
number of laws of other sciences, he accepts these principles 
merely as his data and does not establish them as his conclusions. 

The Natitre of Economic Laws 

The term "law” is used in various senses. In its legal 
sense it is understood as an ordinance of government. Law, 
in this sense, is a rule of conduct or action which is prescribed 
by the governing authority and is enforced by a sanction. Such 
laws enacted by the state are called statutory laws and suitable 
punishments are prescribed in cases of default or disobedience. 
Like statutory laws, there are customary, moral or religious laws 
wliich enjoin people to do, or not to do, certain actions. Such 
laws differ considerably from scientific laws. 

In its scientific sense law means a statement of relation 
between cause and efiect. In this sense it is a statement of the 
relation of phenomena which is invariable under the given con- 
ditions. Economics being a science, the term "law” in its 
discussions is naturally used in the latter sense. Economic laws, 
therefore, are simply statements of relations between cause and 
cifcct of economic phenomena. 

All the laws of the different sciences are, however, not 
similar in nature. Laws of the physical or natural sciences are 
universally true and must always happen without any exceptions 
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or variations. The famous formula HoO of Chemistry, for 
instance, is of universal applicability. Whenever and wherever 
under certain conditions of temperature, pressure, etc., one 
atom of oxygen is placed in contact with two of hydrogen, it 
cannot help making water. Similarly, whenever an atom of 
sodium is mixed with an atom of chlorine, sodium chloride 
(common salt) is inevitably formed. The law of Gravitation 
in physics states how bodies attract one another, of which the 
fall of a body to the ground is an example. The apple cannot 
refute the law of Gravitation by refusing to fall to the earth. 

Economic laws, on the other hand, do not possess universal 
validity. They are true only within a limited sphere. The 
law of Diminishing Utility which declares that the increasing 
supplies of an object of consumption becomes less attractive 
to a consumer is not rigid in its application and has no mathe- 
matical boundaries. "It is certainly not an easy matter to tell 
how many horses would satisfy a sportsman, or how many 
dresses, would lead a fashionable woman to cry 'Enough’! or the 
number of rubies desired by an Indian rajah, or how much 
money would completely satisfy the wants of a civilised man.” 
The law of Diminishing Returns which declares that the addi- 
tional doses of capital and labour applied to the cultivation of 
land produces less than proportionate returns is not invariably 
true. Its operation is often retarded by a change in the skill 
of the cultivator, a change in the art of cultivation, or by the 
insufficiency of the earlier doses of capital and labour. The 
law of Population which states that the population increases in 
geometrical progression is counteracted by preventive and posi- 
tive checks. The Ricardian law of Rent does not apply uni- 
versally in the form in which it is stated. Even the most 
universal laws of demand and supply may be offset by counter- 
acting forces. A rise in the price of an article need not 
necessarily result in a lessening of the demand for it if, for 
instance, the rise in price has been accompanied by the dis- 
covery of new uses of the commodity. If at two different shops 
in the same neighbourhood an article of a particular kind sells at 
ditferent prices, naturally people will purchase the commodity 
in question from the cheaper of the two shop keepers. From 
this it is not unnatural to hazard a law that people try to pur- 
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chase things from the cheapest seller. But even such an obvious 
law need not necessarily be of universal applicability. Some 
people might choose to buy dear to attain social distinction, or 
to discourage sweating, or due to any other extraneous reason. 
"When man melts gold coins to obtain bullion he melts the 
full-weight coins and not the coins having light-weight. Eco- 
nomic laws, hence, are not immutable laws like the laws of the 
physical sciences. The laws of the natural sciences are exact and 
of universal application because they deal with things which 
have no volition. They deal with things which cannot help 
taking place and have no choice of their own to exercise. The 
laws of Economics are inexact because of the very nature of its 
subject-matter which deals with living and free men who 
possess volition and who often have their individual whims and 
caprices. In Economics the conditions are dependent on the 
variations of human feelings, passion, sentiment, and taste. The 
great complexity and variety of circumstances which surround 
every economic problem are such as to render the enunciation 
of exact and general laws impossible. Prof. Marshall aptly 
remarks that "the actions of men are so various and uncertain, 
that the best statement of tendencies that we can make in a 
science of human conduct, must needs be inexact and faulty.” 

It is clear, therefore, that the laws of Economics are not, 
and cannot be, as exact as the laws of the physical sciences and 
for that reason many economists now prefer to call economic 
laws, merely as statements of tendencies, and not laws, because 
they are understood to mean exact and absolute statements. The 
term "law” in Economics therefore means in the words of 
Marshall "nothing more than a general proposition or state- 
ments of tendencies, more or less certain more or less definite.” 
Economic laws are tlms expressions of tendencies merely, and 
not exact statements of cause and effect. When an economic 
proposition is laid down it is not alleged that every man inmt 
behave in a certain way, but that on the whole men behave 
and will behave in a certain way. Economic laws do not say 
'all men do this/ but only, 'most men would do so.’ 

Methods of Economics 

The procedure of discovering the facts or laws of a subject 
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goes by the name of 'Method.* The methods of Economics, 
therefore, arc the ways employed for investigating and finding 
out economic laws. Our task here is to find out those pro- 
cesses which are specially followed and are most suited for the 
investigation of the truths of economic science. 

There are two logical methods — ^the deductive and the 
inductive — which arc generally employed for discovering the 
truths of diifcrent sciences. Deduction is that form of reason- 
ing where some axiom or proposition is taken for granted and 
conclusions are drawn from this general premise. The con- 
clusion can, therefore, never be more general than the accepted 
proposition itself. The conclusion, as a matter of fact, is 
always contained in the major or accepted premise. To illus- 
trate: 'All men are mortal,’ 'Narayaii is a man,’ therefore, 
'Narayan is mortal.’ This form of reasoning is deductive, 
where we pass from the general to the particular. In deduction, 
as the name signifies, we deduce new conclusions from funda- 
mental assumptions. 

Under the inductive form of reasoning general proposi- 
tions are not taken for granted but are formulated on the 
strength of the examination and comparison of many individual 
instances. Under inductive method the points of similarity 
discovered in the various instances under examination are put 
forward in the form of a general statement or law. Later 
these conclusions are further tested with reference to more facts. 
When a number of corks arc thrown in water and when we 
find that each one of them floats on it we are naturally tempted 
to form a general proposition, namely, that 'All corks float on 
water." This method of arriving at a truth is inductive. Un- 
like the deductive method here we reason from the particular 
to the general and not from the general to the particular. 

Having noted the various methods that arc employed for 
arriving at truths of different sciences, it now remains for us 
to investigate whether the method of Economics is deductive 
or inductive. There is no concensus of opinion on this appa- 
rently simple question. A considerable difference of opinion 
exists as to the method by wliich the subject of Economics 
should be investigated. Some economists are of the opinion that 
Economics is primarily an abstract science and that its method 
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is essentially deductive. They try to base the whole science of 
Economics on some fundamental assumptions which they have 
taken for granted as being part and parcel of human nature. 
One of the more important assumptions of this school is that 
all persons engaged in business will, in selling goods or services, 
try to get as much wealth as they can in return for the goods 
or services they offer. The critics of this method point out 
that this assumption is not necessarily true and that men are 
often induced to render services of diverse kinds by family 
affection, friendship, compassion, patriotism, and by many other 
motives. Then there is the assumption of the deductionists 
that a man prefers a larger price to a smaller for his labour. 
But for the love of reputation, disagreeableness of the better- 
paid job, future prospects, opportunities for supplementary 
earnings, etc., a man often prefers to have a smaller remunera- 
tion to a larger one. The assumption that man desires not only 
to obtain as much wealth as possible but he wants to get it by 
the least possible amount of labour is equally open to objection. 
Many persons work assiduously, however, unmindful of the 
rewards they are expected to receive simply because they derive 
a sense of happiness out of their work. The method of deduc- 
tion in Economics, therefore, consists of taking a few premises 
about man as indisputable, and on the basis of these propositions 
the science is constructed. And as the data chosen do not 
necessarily agree with facts, the conclusions arrived at with the 
help of such data are bound to be defective. 

The deductive method, which argues from general prin- 
ciples to particular cases, being dogmatic, dangerous and unsuit- 
able for economic enquiries, the writers of the second school 
of thought, namely, the induetionists, point out that it is in- 
cumbent upon economists to return to reality in order to 
formulate their principles and theories. These writers claim 
great merit for the inductive method because here everything 
is based upon bard facts and point orrt that it is the only suitable 
method for economic science. (The inductive method is also 
known as the historical method on account of its special insis- 
tence on the importance of historical material in building up 
the science of Economics). In the field of Economics this 
method consists in the observation of social facts as they are 
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revealed to bs, and on the basis of these observed facts genera! 
propositions are formed. The law of Diminishing Returns, for 
instance, is the outcome of the inductive method. The com- 
parison of production on a large and on a small scale is based on 
induction. It is through induction that we know about the 
causes that encourage accumulation of capital in a country. 
Maitlius formulated his theory of population by pursuing the 
inductive method of enquiry. Now the deductionists, in their 
turn, point out that it is delusion to suppose that the inductive 
method can ever be serviceable in the social sciences for various 
reasons. Firstly, in the social sciences the observation of facts 
is very difficult. Secondly, social facts are limitlessly diversified 
and are usually very complex. And lastly, there is the immense 
difficulty, if not impossibility, of carrying on experiments in 
social sciences, because it is very difficult to observe the effect 
of any single cause coming into operation in the midst of an 
unchanging environment. The economists cannot easily experi- 
ment with human beings. The deductionists point out, there- 
fore, that whatever may be the suitability of induction in other 
sciences, it is in no way suited to investigating economic laws. 
If pure deduction is inadequate, pure induction also is equally 
inadequate. 

The difficulty of formulating any general principle by the 
first or the second method alone led to that combination of 
inductiofi and deduction which holds the field in economic 
discussions in recent years. The position taken up by modern 
economists is in the tone of moderation and in an attitude of 
compromise. According to these economists the solution of 
the contest about method does not He in the selection of deduc- 
tion or induction, but in the acceptance of deduction md 
induction. In the words of an eminent economist, "induction 
and deduction are both needed for scientific thought as the right 
and left foot are both needed for walking.” We have, there- 
fore, to approach the various problems of Economics with both 
the methods. Which method is most to be used depends on 
the nature of the particular problems we are investigating. In 
treating of the production of wealth, for example, the inductive 
method is pre-eminently employed. In the discussion of the 
theories of distribution and exchange, on the other hand, the 
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method that is primarily made use of is deduction. 

Usefulness of the study of Economics 

‘When a man sets upon any course of inquiry, the object 
of his investigation may be either theoretical or practical — 
either the inquiry is conducted for the attainment of pure 
knowledge or for the sake of good things to which that know- 
ledge leads. Economics is no exception to this general rule 
and likewise has a two-fold aspect — -the theoretical or the light- 
bearing and the practical or the fruit-hearing. The study of 
Economics has now come to be regarded very important and 
useful for a clear understanding of the commercial and indus- 
trial problems of the society. 

Theoretical importance of Economics 

Those who study Economics benefit considerably by a 
breadth of outlook and a wider, conception of man and of 
matter. Economics teaches us a large number of truths about 
man in relation to wealth. It is through the study of Econo- 
mics that we know of the laws and causes that govern the con- 
sumption, production, distribution and exchange of wealth. 
The organisation of industry and trade, conditions of the money 
market, characteristics of the foreign trade, factors that deter- 
mine the efficiency of labour, causes affecting density of popula- 
tion, the problem of the determination of price, etc., are some 
of the innumerable things that we learn as a result of econo- 
mic study. It tells a business man, an industrialist or a labourer 
what place he occupies in the economic structure of the country 
and how he is working very intimately for a common end 
without being aware of it. Economics, therefore, is worth 
studying for its own sake as a mental exercise. But few people 
are satisfied with a science which merely provides interesting 
mental gymnastics and serves no material purpose. The 
teachings of Economics are of great practical use both to the 
individual and to the society. 

Practical importance o£ Economics 

From the study of Economics a student can understand 
his place and function in the co-operative task of wealth- 
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production and it enables him "to estimate his contribution to 
the industrial structure, and thereby to deal more intelligently 
with the daily problems with which he is confronted, and also 
to appreciate more deeply the many difficulties which day by 
day arise within his own industry, within the boundaries of his 
own country, and m the world at large.” A consumer will 
tend to obtain maximum satisfaction out of a given income and 
thus increase his efficiency. A businessman can benefit much 
by the teachings of Economics inasmuch as he can effect 
economies by the application of the law of substitution, etc., 
to his business. To a labourer, it is equally useful because it 
helps him to appreciate the view-point of the capitalist as 
well as to safe-guard his own interests from being exploited. 
To a statesman or a social reformer, the study of Economics is 
of great help in deciding to bring about such measures which 
promote the economic prosperity of the country or in tackling 
social customs which help or. hinder the economic progress of 
the community. 

Economics deals with some of the most important subjects 
which concern society and its importance is being increasingly 
recognised under a socialistic type of government. It has 
greatly affected the legislation of every civilised country. 
Indeed, the main use of Economics is to assist in the better- 
ment of human life. How an increase in the income of the 
poorer classes can be brought about and the evils of poverty 
removed; how employment to the educated classes can be 
provided and the spectre of unemployment lessened or 
mitigated; how the burdens of taxation should be distributed 
among the different classes of society without affecting their 
productive capacities; how the problem of acute indebtedness 
among the agriculturists can be tackled; how the evils of 
fragmentation and scatteredness of holdings can be avoided; 
how the accumulation or supply of capital can be increased; 
how capital and labour can be made efficient in the joint task 
of wealth-production; and how better distribution of wealth 
can be obtained, are some of the many problems that the eco- 
nomist tries to solve. 

The various Factory Legislations, Mining Acts, Trade 
Union Acts, Trade and Industrial Disputes Acts, 'Workmen’s 
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•Compensation Acts, Pa^’^meint of "Wages Acts, Unemployment 
Insurance Schemes, Maternity Benefit Schemes, Co-operative 
Societies Acts, Debt Acts, Tenancy I.egislations, Rural Uplift 
Schemes, etc» — both in India and outside — are some of the 
numerous practical achievements by the study of Economics. 
Prof. Marshall has well remarked that "Economics has then as 
its purpose firstly to acquire knowledge for its own sake, and 
secondly to throw light on practical issues.” 

India is passing through a transitional stage with all its 
social and economic structure being in the stage of a new 
formation since the advent of western ideas. A study of Eco- 
nomics in India will be found very instructive and useful in 
understanding the principal economic and socio-economic pro- 
blems faced by the country at the present time, and a study 
of facts and problems of Indian economic life will reveal to 
what extent poverty is deep-rooted and unemployment in the 
middle classes is rampant in the country; under what backward 
and unfavourable conditions the premier industry of India, 
vi2., agriculture, which maintains about three-fourths of her 
population, is carried on by the starving cultivators; how the 
laissez-faire policy vigorously pursued by the Indian Govern- 
ment till very lately has hampered the industrial development 
and led to the progressive ruralisation of the country and the 
true economic interests were neglected; and how the material 
development and steady progress of agricultural and manu- 
facturing industries of the country can be achieved. 
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GOODS AND WEALTH 

We have noted before that Economics is that social science 
which deals with man’s activities in relationship to wealth. It 
remains for us, therefore, to tell what wealth is. Before ex- 
plaining the term, 'wealth’, let us, however, take another term, 
'goods,’ the meaning and classification of which should be 
clearly understood before determining a definition of wealth. 

Goods 

The term 'goods’ denotes any object of human desire. All 
those things that satisfy human wants are called goods. Air, 
sunshine, water, food, clothes, shelter, books, cigarettes, wine, 
love of parents and friends — each of these is 'goods’ because it 
tends to the satisfaction of human want. The chief feature 
of goods is that they satisfy our wants, that they are desirable, 
agreeable, useful, that, in brief, they possess what the economist 
terms ‘utility’. The utility of a commodity is simply its 
capacity of fulfilling a want or of satisfying a desire. 

Goods may be classified in more than one way when viewed 
from different standpoints. They may be classified as: 

(1) Free Goods and Economic Goods : — ^Those goods whose 
capacity to yield utilities is not due to human effort are 'free 
goods’. Free goods are not man’s products; they are not the 
results of human effort or sacrifice. For example, permanent 
properties of the soil, inherited personal aptitudes, trees in 
forests, the fish of the sea, air, sunshine, water, climate, etc., 
are all free goods because they have been freely handed over by 
nature to the people without any effort on their part. Free 
goods are also called 'gratuitous goods’ or 'natural goods.’ On 
the other hand, all those desirable things which are the results 
of human effort are 'economic goods.’ 

Economic goods include all those things that have required 
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effort or iabouf to produce. Thus buildings, books, furniture, 
trees planted by man, wheat, rice, etc., are all economic goods 
because their capacity to yield utilities is due to human effort. 
Water also, for instance, becomes an economic goods after it is 
conveyed by pipes from reservoir for the use of inhabitants 
in a town because its conveyance has required human effort. 

(2) Mater id Goods and Immaterial or Non-Material or 
Personal Goods : — ^In the words of Prof. Marshall, "Material 
goods consist of useful material things, and of all rights to hold, 
or use, or derive benefits from material things, or to receive 
them at a future time.” Land, water, air, climate, mining, 
fishing, manufactured articles, agricultural products, machinery, 
implements, buildings, mortgages, shares in companies, patent- 
rights, copyrights etc., are all included under the head of 
material goods. Immaterial goods are of two kinds; (i) In- 
ternal: Internal immaterial goods consist of man’s own qualities 
and faculties for action and enjoyment. For instance, man’s 
business ability, professional skill, and the capacity of enjoying 
music and reading are internal immaterial goods inasmuch as 
these lie within the man himself. And (ii) External; External 
immaterial goods consist of man’s relations, beneficial to him, 
with other people. A suitable example under this head is that 
of a good-will of a business. 

(3) Internal Goods and External Goods : — ^An - internal 
goods is that desirable thing which a man finds within himself 
and which cannot be separated from him. The capacity of an 
advocate, the artistic taste of an artist, the skill of the carpenter, 
the voice of a musician are all internal goods inasmuch as the 
said capacity, taste, skill, and voice cannot be separated from 
the possessors of these gifts. External goods consist, of all those 
desirable things that the outer world offers for the satisfaction 
of man’s wants. They do not form part and parcel of man’s 
self. Ei'ead, sunlight, climate, good-will of a business, furniture, 
etc., belong to the class of external goods. 

(4) Transferable Goods and Non-Transfer able Goods : — 
Transferable goods are those desirable things which can be 
bought and sold. If A is in a position to choose whether he 
shall confer a benefit on X or on Y, such a goods may be called 
transferable. A transferable thing need not always be a trans- 
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portable thing; it is simply a thing inherently ccLpable of being 
bought and sold. Books, pencils, land, agricultural products, 
buildings, good-will of a business, etc., are all transferable goods 
because they arc capable of being bought and sold. Non- 
transferablc goods are those useful things which are incapable 
of being bought and sold. Non-transferable goods are either 
(a) material, c.g., opportunities of using public property or 
natural gifts such as the advantages of climate, air, sunlight, 
etc., or, (B) personal such as a person’s qualities and faculties 
for action and enjoyment. The dexterity of a violinist or car- 
penter or painter, etc., are some of the examples of personal 
non-transferable goods. 

(5) Consumption Goods and 'Production Goods : — ^Those 
desirable things which satisfy human wants directly are called 
consumption goods. Food, clothes, houses to live in, etc., are 
consumption goods because they are used for the direct satisfac- 
tion of human wants. Consumption goods are also called 
'goods of the .first order.’ Production goods are those desirable 
things which satisfy human wants indirectly by contributing 
towards the production of consumption goods. Raw materials, 
ploughs, looms, machinery, etc., are all production goods because 
they assist in the satisfaction of human wants only indirectly. 
Production goods are also called 'goods of the second order,’ or 
'instrumental’ or 'intermediate’ or 'auxiliary goods’. (There is 
.no sharply demarcated lines between consumption and produc- 
tion goods. The same thing can be a consumption goods from 
one point of view and a production goods from another point 
of view. Suppose an employer has a stock of clothes and food 
for his labourers; the clothes and food will be consumptio.n 
goods for the labourers but they will be production goods from 
the employer’s point of view) . 

In order to make the above divisions of goods much clearer 
to the students, a diagram is given below — 
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GOODS 


Free Goods Economie Goods 

(Water, Sunshine, air, (books, buildings, 

fertility o£ soil, etc.) cloth, wheat, etc.) 


Material Immaterial or 

j Non-material or Personal 


Transferable Non-transferable 
(houses, ornaments, (sunlight, air, 

copyrights, etc.) climate, etc.) 


External Internal ! 

^ I ! 

j 1 Non-transferable ! 

Transferable Non-transferable (good character, i 

(good will) (business connection business ability or J 

attaches to a person professional skill) \i 

which cannot j 

be sold) I 

Wealth 'ij 

This is one of those terms in Economics about which there ■ 

is a considerable difference of opinion and hence the term ^wealth’ 
has been defined in a variety of ways. According to some^ any- 
thing which satisfies human want is regarded as wealth. (In 
this sense wealth and goods are the same). Some confine the 
term to those things which satisfy human wants and are limited 
in quantity, others understand by the term those things that 
are produced by man’s labour, and yet others say that transfer- 
ability is an essential attribute of wealth. We are, however, 
inclined to adopt the definition of wealth as given by Marshall 
as that seems to be the best and the most reasonable one. Wealth 
in this sense, includes two classes of goods: (1) all material 
goods, and (2) all external immaterial goods. W^ealth, there- 
fore, consists of all material goods plus all external immaterial 
goods. In other words, all goods other than internal immaterial si: 

goods are included in wealth. Or to be briefer still, all goods f 
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except internai goods are included in wealth. Rivers, moun- 
tains, ocean, good climate, roads, museums, food, clothes, houses, 
etc., are all wealth because they are not internal goods. The 
skill of the painter, the voice of the musician, business connec- 
tion attached to a particular person, the capacity of an actor, 
etc., arc not wealth because they are internal goods. Internal 
goods have not been included in wealth because it is considered 
desirable not to confound man, on the one side, and the wealth 
to which his activities have reference, on the other side. 

IndividnaPs Wealtli ; 

An Individuals wealth consists of: 

( 1 ) All the material goods possessed and owned by the 
individual to which he has private rights of property, e.g., land, 
houses, ornaments, clothes, shares in public companies etc. (If 
the individual has any debts to pay they must be deducted 
from hi% total possessions before his wealth can be assessed) ; 

(2) All his external immaterial goods, e.g., the good-will 
of his business and the organization of his business, and 

(3) An individuahs share of the common wealth, i.e,, 
those material goods which he shares in common with his neigh - 
bours, e.g., the benefits which an individual derives from living 
in a certain place, civil and military security, the right and 
opportunity to make use of public property and instructions 
of all kinds, right to justice, right to education, etc. 

National Wealth 

National wealth consists of: 

(1) The sum of the wealth of all individuals who are 
members of the nation. (Debts from one member of the 
nation to another member are to Be omitted). 

(2) Public material property of all hinds which belong to 
the nation, but not to any one individual, e.g., parks, canals, 
railways, docks and harbours, public buildings, public libraries, 
roads, etc. 

(3) All free goods owned by the nation, e.g., rivers, 
mountains, climate, natural resources, natural harbours, etc., 
and 

(4) Non-material elements of national wealth, e.g., the 
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organization of a free and well-ordered state. 

(The terms 'social wealth,’ ‘collective wealth,’ 'communal 
wealth’ and, 'common wealth’ are also used at times to indicate 
what we have just described as national wealth) . 

Cosmopolitan or Ixiternatiojiai Wealth 

Cosmopolitan wealth is the wealth of the whole human 
race. It is the wealth of the world as a whole. It consists of; 

(1) The wealth of all the nations. (Debts due from one 
nation to another nation must be omitted) , and 

(2) Those goods which belong to the world as a whole, 
e.g., ocean, scientific knowledge, mechanical inventions, etc. 


CHAPTER Jll 


THE DEVELOPMENT OF ECONOMIC LIFE 

To have a clear insight into our present economic system 
it is necessary to enter into a consideration of the various eco- 
nomic stages through tvhich society has progressed in arriving 
at its present development. In considering these stages no note 
is taken of the pre-historic age because facts, worthy of consi- 
deration, are not available for that period. Only regular stages 
in economic evolution are, therefore, treated. The stages of \ 
the history of man’s efforts to get a living have been variously 
classified. These classifications of the course of man’s economic 
development are usually based upon (1) his means of procur- 
ing goods; (2) his ways of exchanging goods; (3) from the 
standpoint of the wage-earning labour; and (4) from the point 
of view of the development of the economic unit. For our 
purpose we have adopted the first basis of classification, namely, 
the one which is based on the increasing power of man over 
nature because that is the most generally accepted basis of 
classification of the development of the economic life of man. 
Starting thus, the course of man’s economic development has 
been divided into five stages, as follows: — 

The Htintmg and the Fishing Stage 

The primitive man had few and simple wants to satisfy. 

He did not know to make or produce things and contented 
himself with whatever was availahle at hand. He lived mainly 
by hunting and fishing and by acquiring the fruits which grew 
wild about him, and employed the skins of animals and barks 
of trees for clothing and a cave or cluster of trees as his shelter. 
•When a man’s only source of living is the products of the chase, 
and when game is not available he willy-nilly has to resort to 
cannibalism in order to satisfy his most pressing and insistent 
want of food. War became an economic necessity whenever 
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food was not available and the enemies taken in war were 
used for eating purposes. The practice of cannibalism was 
necessitated because of the economic conditions of the time. 
He had plenty to eat at one time and had to face starvation at 
another because meat and fish could not be stored for a long 
time. Fie should not, therefore, make a provision for the 
future. He had no fixed abode because he had constantly to 
move about in search of food. This being his condition of life, 
the population then was bound to be sparse. 

TJiere was no idea of ownership of land because it was not 
useful in those days. Private property vras coniiried only to 
arms of war, such as the spear, the bow and arrow, and some 
stone implements which were used for killing the prey-animal. 
People lived in isolated families, and, hence, the question of 
exchange of goods, division of labour, trade etc., did not arise. 

The Pastoral or Nomadic Stage 

111 this period man evinces a little higher type of culture 
than was possible in the preceding stage. The food supply of 
the people of the first stage being very insecure because of 
their utter dependence on nature for it, they attempted to 
domesticate and breed animals in order to insure a more con- 
tinuous supply of food even when game was not available. 
Animals could also be used for clothing and transport purposes. 
"When hunting tribes do not depend for food solely upon the 
killing of animals and take up to the art of taming and breed- 
ing them, we have what is known as the pastoral stage. 

Man still does not know how to raise grass and other 
inaterials for Ills flock. On account of this he has constantly 
to move about from place to place in search of new pastures 
when old ones are eaten up. Fixed and settled abodes were, 
therefore, impossible. Conflicts still took place frequently when 
difierent families and tribes came in the way of each other in 
the attempt at temporary monopolisation of pasture land. The 
victims of war were not used for eating purposes as before, but 
instead were employed as slaves for tending and looking after 
the flock of the victor. Thus the practice of cannibrdism gives 
way to the institution of slavery. 

In the modern sense of the term even in this period there 
3 : 
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was no ownership of land. Tribes did lay claim to certain 
areas and tried to keep others from pasturing there but this was 
done only for a time. As soon as the existing feeding-grounds 
were exhausted, they relinquished them for new ones. Private 
property now consisted of not only some useful weapons but of 
flocks and slaves as well. With the owing of some private 
property it was inevitable for the distinction between the rich 
and the poor to crop up, and that distinction did arise in this 
period. The property after the death of the headman of the 
family generally passed on to other members of the household, 
and this gives us a glimpse in the beginning of the idea of 
inheritance. As each family was still self-sufficient there was 
little exchange or commerce. 

The Agrictiltiiral Stage 

This stage evolved somewhere near the tenth and eleventh 
centuries. The subsequent stages in the progress of time have 
not wholly displaced this stage but have only modified it. The 
characteristic features of this stage are present even in the exist- 
ing industrial stage all the world over and in India about seventy- 
one per cent of the people are still directly dependent upon 
agriculture. In the attempt to get a continuous and certain 
supply of food both for himself and his animals man in this 
stage picks up the knowledge of cultivation and acquires control 
over the forces of nature. Agriculture was added to the already 
existing sources of livelihood. 

When man took to cultivation, the wandering life had to 
be given up and fixed abodes developed. A corporate life in 
the form of villages, etc., was the inevitable result of man’s 
taking to permanent abodes. As a result of people’s living in 
close association the idea of ‘neighbour’ and 'stranger’ came to 
the front. Population began to increase fast as it became now 
possible to feed more mouths. 

With the adoption of agriculture the development of the 
idea of the private ownership of land was inevitable and people 
began to prize land. The institution of slavery was further 
strengthened because labourers were required in large numbers 
to help in the tilling of the soil. With the increase in the 
wealth of the people, the tendency to trade and commerce also 
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increased. 

Tlie Handicraft. Stage 

Man contented liimself so far with what nature gave him 
or what he could raise from the earth. As man became more 
civilised and his knowledge about natural resources increased, 
he began the work of making and manufacturing things. Man 
makes things either directly by the hands assisted by ordinary 
tools or indirectly with the help of machinery. In this stage 
man manufactured things directly by his hands. The word 
'manufacture’ itself meant in those days m.akmg things by hand. 
Handicraft means a trade requiring skill of hand and because 
in this period hand was chiefly used for the making of things 
the stage goes by the name of the handicraft stage. This stage 
lasted, roughly speaking, from the latter part of the Middle 
Ages to the era of machine production. Though man took up 
the work of making things, agriculture still continued as the 
most important single industry of the people eVen in this stage. 

Labour and capital become distinct and important factors 
of production hereafter. Man began the work of wearing 
fabrics, making diverse kinds of metal, wooden and earthen 
articles, and transforming other raw materials. Speciaii2ation 
and division of labour came in with the coming in of manu- 
factures. Diflerent persons adopted different occupations such 
as the work of blacksmiths, shoemakers, weavers, carpenters, 
potters, etc. Who were called craftsmen and their occupations 
as crafts. So long as each man was engaged in the same kind of 
business there was little scope for commerce. But when man 
began to specialise and each man took to one distinct occu- 
pation and made articles of only one kind, it became inevitable 
for him to exchange his superfluous articles with the excess 
articles of others which he was in need of and which he himself 
did not make. Exchange, trade, and commerce all necessarily 
developed with the development of manufactures. The pro- 
gress of manufactures is also closely followed by the develop- 
ment of that class of dealers known as middlemen. On account 
of the difficulties and the inconveniences of the barter system, 
it had to give way to the money economy system. 

Some of the villages which had become important manufac- 
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Turing centres began to develop into towns, Diflierciit trades had 
tlieif separate gilds to organize, them in the absence of any 
sound national policy and protect the interests of the ervaftsmen. 
These gilds prescribed the way in which the business was to be 
•Atrricd on, tivj number of persons to be admitteti to them, and 
the .manner in wliich the trade could be learned, 'fhe rigiit to 
iTadc withiji line town and in the surrounding coii.tilr)" v/;is 
roserved for tiie townsmen. The institution of serfdom takes 
the place of slavery in this stage. The products of die arrisan.s 
of odier towns could be admitted into the tov/n market only 
under severe restrictions. Those goods which could not be 
produced in the town could be introduced from other tov/ns 
but as a rule nothing which could be produced in the towui was 
to be imported from outside. Tlicre w^ere no proper facilities 
for transportation in this stage. Bullocks and packhorses were 
the most comino.n means of transporting goods. 

The Industrial Stage 

When man begins making things indirectly through the 
help of macliincry and works with other than man’s power, wc 
enter upon v/hat is known as the industrial stage, 'riiis is the 
era of power manufacture as opposed to hand manufacture 
which was the characteristic feature of the handicraft stage. 
This .is the stage in w.hich w'c are living. 

This stage dates from the yciu* 1760. With the invention 
of James Watt’s steam-engine, Kay’s shuttle, Hargreave’s 
spinning™ jcmiig Crompton’s mule, Cart-WT.ig]u’.s power -loom, 
and Eli Whitney’s cotton gin, etc., there took place a rapid 
transiormation of the handicraft stage into tlvat of liie incius-- 
rrial stage. As It was impossible for every workman, to own costly 
machinery, the result of all these inventions was to give birtii 
to trie factoi'y system of prodtictio.n. Only wealthy persons 
could now equip their workshops with these higli-p.riccd. 
inachitie.s. The introduction of .factory system brought, lit its 
turn, the question of employer and employed. Large-scale 
production a.nd division of labour arc the indispen.sab]e adjuncts 
of machine production and they are take.ii advantage of ici 
considerabic measure hereafter. When the division vt labour 
is practised in making articles, the problem arises as to what 
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sfiould be paid to all those ■ who contributed towards the making 
of that article. Formerly a worker had all that he could get 
after seliing an article. This is not, however, possible nov/ 
because one man does not make the whole thing. Thus has 
sprung up the modern 'wages system’ of employing labour 
■under v/hich the worker gets a contracted wage and the con- 
sequent gulf created between capitalists and labourers, the latter 
always complaining about their inequitable share in the created 
wealth and resorting to strikes, etc., for redressing their 
grievances. In the handicraft stage the industry was regulated 
by custom or k'w and no competition of any kind was tolerated. 
But in this stage competition works v/ith a vengeance. Indus- 
trialists now compete not for the market of the tow-n but for 
the whole country and even of the world. On account of 
competition among producers the cost of production of an 
article and its price has materially gone down. Machines in 
this period are employed not only in manufacturing operations; 
alone but also in agriculture. Modern, up-to-date, and scientific 
cultivation is impossible wfitliout the aid of machinery and 
power other than that of man. 

Though money has developed in the handicraft stage, the 
system of credit develops primarily in this stage. The institu- 
tions of credit such as banks, and the various instruments o'f 
credit such as 'hiindies,’ cheques, drafts, ' etc., have all their 
origin mostly in this period. Before this stage the problem ot 
moving things from place to place was not at all important. 
In this stage, because this problem became a practical one a 
great advance has taken place in the development of the means 
of communication and transport. Changes in the methods of 
industry and transport have also encouraged the grovrch of big 
and small cities. 

These stages are, however, not sharply separated from each 
other. No definite date can’ be assigned when man gave up 
one method of obtaining goods and adopted another. The 
change from one period to the other took place 'very slowly. 
Besides, all the features of the earlier stage do not necessarily 
die out when man enters in the new stage. Moreover, no 
dogmatic statement can be made about the order in which one 
period is necessarily followed by another period of economic 
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development, i.e., in some places some intervening stage may 
not have occurred. In the present stage itself example can be 
found characterising all the different stages mentioned above. 
Thus a higher stage does not necessarily supplant the lower one 
in toto, very ofteji it merely adds to it certain, features which 
did .not exist before. 



CHAPTER IV 


Consumptioji. 

MAN’S \YANTS AND THEIR SATISFACTION 

Wliat is Consumption? 

Man is a bundle of infinite variety of wants ranging from 
the most elementary needs to the most sumptuary satisfactions 
that we see all around us or feel in our every-day life. Con- 
sumption deals with man’s wants and their satisfaction by the 
use of wealth. The direct satisfaction of human wants by the 
enjoyment of the utilities in goods is called consumption. By 
satisfaction we understand the derivation of pleasure or the 
diminution of pain on the acquisition of that commodity for 
which a particular want makes its presence felt. In popular 
language the word 'consumption’ means destruction; for ins- 
tance, when we speak of fire as having consumed wood. But 
in Economics the consumption of wealth does not mean des- 
truction of wealth; it denotes the use of wealth in such a 
manner as to give satisfaction to the iiser. Just as production 
means creation or increase of utility in the matter already in 
existence so consumption means nothing more than a dis-arrange- 
mcnt of matter 'which may result in diminution or extinction 
of utilities. As a matter of fact, matter is industructible; the 
world loses not a whit by the act of consumption, but some of 
it is rearranged so that it is no longer capable of satisfying a 
particular want. We consume candles for light purposes but 
the matter is not lost for a chemical analysis would show that 
the candle has disappeared in the form of water and carbon- 
dioxide gas. Consumption is distinguished from destruction 
inasmuch as the latter makes , wealth incapable of satisfying 
human wants. If a house is accidentally burnt down and re- 
duced to ashes it is destroyed not consumed because the utility 
which it would have given to the owner for a much longer 
period of time comes to an abrupt end. 
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Those goods the utility of which is Gonsumcd in a single 
operation are termed as perishable goods such as coal which 
gives us warmth only once. But those goods which gives re- 
peated satisfaction, to human wants for a considerable period 
of time aj5d are "destroyed by those numerous gradual agents 
whicli we call collectively time,” are known as durable goods. 
The cloihes tvhich wear out slowly and gradually, the cosy cliair 
which yield.? its utility to the owner for a considerable time, 
the book which produces intellectual enjoyment, gohj ornaments 
and diamonds which satisfy the wants of many successive 
generati.o.ns of ow.iiers — these and many others arc examples of 
durable goods. In both cases, utilities embodied in goods are 
consumed. The act of consumption applies to services also, 
e.g., if a lawyer engages a typist on Rs. 40 per month, he is 
consuming the services of the typist on Rs. 40 a month. Con- 
sumption, therefore, "connotes the yielding of satisfaction in. 
the sense of meeting a human want, and the fact that satisfac- 
tion is yielded once and for all or over a long period of time 
is not of great importance. What is important is the fact that 
a desire has made itself felt and human effort has been directed 
to its satisfaction.” 

Producitve and final Consumption - — A distinction is often 
made betwee.n ‘productive consumption’ and 'final consump- 
tion.’ By productive consumption we mean the utilisation, of 
an article not for direct consumption but for the creation of 
new and greater utilities. Thus, when coal instead of being 
used for heating a room, is burnt in the boilers of a factory 
to run the machines, it is consumed productively. Final con- 
sumption means simply that in which the article is used not for 
any further production but to bring about the direct satisfac- 
tion of wants. The utilisation of machines in a woollen factory 
is an example of productive consumption, whilst the use of 
shawls manufactured by those machines is an act of final 
consumption. 

Importance of Comiimptioii 

Ricardo and Mill — the two famous economists of the 
classical school — attached a great importance to the productio.n 
of wealth and .ignored the side of consumption con.sidering it 
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to be an indivlduars business which consequently needed very 
iktie discussion at their hands. They forgot that consumption is 
the motive force behind all hiiinan productive efforts and that 
satisfaction arising from the consumption of wealth is the sole 
aim of ail economic activities, and they could not foresee tlie 
intimate relationship which exists between the welfare and the 
nature of consumption followed by the members of a coni" 
munity. I'he importance of consumption is now recognised 
by all economists who regard 'wants and their satisfaction’ as 
the foundation of economic life, and study consumer’s point 
of view as searcliingly as that of the producer’s. Man produces 
things in order to consume and does not consume in order 
to produce. The beginning of all economic activities that 
we observe and experience in our daily life can be traced to- 
the feelings of want or desire. Had there been no wants, the 
agriculturists would not have suffered the scorching heat of 
the sun or the bitter cold of the winter season, the labourers 
would have ceased tending the dangerous and whirling machi- 
nery, the traders would have abstained from their perilous 
journeys and hazardous speculations, the inventors would have 
reposed peaceably in their cosy abodes and not toiled week in 
and week out in their laboratories, and in fact there would 
have been no sign of economic activity. We see people going 
hither and thither performing their laborious tasks, because they 
have some wants which need to be satisfied. Satisfaction can 
be obtained through wealth and wealth requires effort hence 
human wants furnish the initial motive of all productive efforts. 

Consumption is, in fact, both the beginning and end of 
all our economic activities. 

Moreover, the importance of the consumption of wealth 
'is emphasised by the consideration that as many and as dire 
calamities have overtaken people, because of their irrational 
habits of consumption as because of inejSScient systems of pro - 
duction, exchange or distribution.’ As such the v/hole problem 
of consumption has been looked upon as one of primary im- 
portance — possibly more important than all these combined. 
The prosperity of a nation depends not only on the increase of 
National Income but also on the way in which it is expended 
and consumed. Nations which resort to productive consump- 
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tion for exploiting their natural resources after eliminating 
every sort of waste and regulating, their consumption in the 
most economic way have become prosperous an.d reached a high 
pitch of hiinian welfare and happiness, whereas those which 
ijidulgo in irrational or extravagant expenditure and do not 
know how to eliminate waste have lagged far behind in the 
march of progress. In view of the above facts State regulations 
have been framed out to check the consumption of obnoxious 
or pernicious commodities which tend to retard the progress of 
a nation. It is for this reason that people have begun discri- 
minating between the more useful and less useful consumption. 
The social progress es also judged by the number, variety and 
quality of wants; as the society makes progress the wants of 
the people become more subtle and numerous. 

Relation o£ Wants and Activities 

In the study of Economics we are chiefly concerned with 
those activities of man which deal with wealth; all the activities 
undertaken in return for some remuneration are called econo- 
mic activities. But want is the root of all economic activities; 
it is want that gives rise to production. In Economics, a want 
means a desire for a thing which is backed by some means to 
satisfy it. No sooner a want is felt by man than he makes 
the necessary effort and satisfies his want. Consumption, there- 
fore, is the goal of all economic activity, whereas production is 
the means to that end. 

In the early stages of mankind the savage does not exert 
himself unless he is compelled to do so by his physiological 
needs. To satisfy his primary wants such as for food and 
thirst either he, like the brute animal hunts wild animals and 
birds or plucks wild fruits and goes hither and thither in the 
search of water or in the later stages when he is somewhat 
advanced, harvests crops by tilling the soil and digs wells for 
the supply of water. Again impelled by the necessity of getting 
protection against tbe stormy rains, bitter cold, or sweltering 
heat he either provides himself with the bark of trees, digs 
underground a cell or builds a hut. Thus, in the earlier stages 
of economic development it is the want that gives rise to acti- 
vities and all his efforts are directed to the satisfaction of his 
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elementary y/ants. 

But as man rises high in the scales . of 'Civilisation and 
culture his wants increase rapidly in number and variety. He is 
no longer satisfied with the coarse food he gets but he wants his 
meals to be more daintily and fastidiously served and he begins 
to take pride in using embellished metal dishes and vessels 
instead of the earthen vessels which at first sufficed him. In the 
progressive human society after satisfying his elementary’ 
wants, the desire for distinction and efficiency induces him to 
undertake new activities with a genuine pleasure. The desire 
for excellence or for the exercise of one’s faculties has been 
described by Marshall as the chief cause of the multiplication 
of wants. 

From the very beginning of the history of mankind wants 
and activities react upon one another. At first physiological 
wants such as hunger and thirst make their presence felt but 
later on these activities — undertaken for the satisfaction of pri- 
mary wants — give rise to new wants. For instance, thirst is a 
physiological necessity. Water must be sought for by sinking 
Virelis and the drawing of water from the wells gives rise to new 
wants such as rope and bucket. Similarly, for the protection 
of our body we need clothes. This single want gives rise to 
innumerable new wants and new creative activities too difficult 
and lengthy to be dwelt upon such as for the cultivation of 
cotton a whole array of wooden and iron implements is required, 
for transporting it to the place of manufacture steamships 
and railways are needed, for converting it into fabrics huge 
factories of too intricate a nature are required and so on with- 
out any conceivable limit. Man’s wants are immeasurable and 
expand without any limit. His circle of wants grows bigger 
and bigger like a circle in the stagnant waters caused by the 
throwing of a pebble till it becomes quite imperceptible. 

Human wants are determined to a very large extent by 
physical environments, habits and customs and the social pro- 
gress achieved by the members of a community. 

By way of summing up, we may say that in the early stages 
of economic development it is Wants that give rise to activities 
but in the later stages it is the activity that gives rise to new 
wants leading to economic progress. 
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Characteristics of Human Wants 

The wants o£ liiimaii beings are tinlimited in number and 
varied in, their character depending to a great extent upon onr 
jia.bit.s., cLisionis and ideals. They vary in a remarkable degree 
'rr‘.5rn country to country^ from class to class, and from lime 
time widiin the same country or clas.s the)?' vary according t{i 
ti'ic difivrenccs in social and moral standards or economic 'MuI 
r/olitical institutions. Economic civilisation, it is emphasised, 
consists in the immense variety and infinite multiplication of 
human 'wants. In tlie midst of all these diversities of l-siiman 
wants, we can notice some uniform characteristics which arc 
almost of universal applicability and upon, which arc based some 
of the important economic laws, which wc shall study by and by. 

(1) Human' u'unfs arc unlimited in number. The savage 
indeed has not many more wants than the brute animal, hut as 
.he rises in the scale of civilisation his wants increase in number 
and variety. No sooner a man satis,fies his one want than he 
experiences a desire for another. Human nature is such that 
new wants make themselves felt as existing wants are satisfied 
and constantly grow in qualit)? and variety as well. As an 
example how wants grow in variety, Moreland’s description may 
be quoted. He writes "A hungry man can be satislied for 
the time by a meal of the coarsest food perhaps a little millet 
and pulse; but when a man is sure of getting such food he 
begins to want better food and a greater variety, — he wants 
wheat-flour instead of millet, and he wants ghee, and vegetables, 
and rice, and perhaps fish, and he wants all sorts of spices and 
flavours. Then he wants the food better served, and he wants 
metal dishes and vessels instead of the earthen vessels which at 

first sufficed him The young pleader may be only too 

glad to be able to go to court on an ekka or in a tram-car, 
but as he gets richer he wants first a trap and horse of his own, 
then, a carriage and pair, and then perhaps a motor-car ’’ 

The increased knowledge consequent upon tlic widei* clifiTi ’ 
sioii of education, extension of trade and commerce due to the 
rapid means of communication and transport is a great: incentive 
to the growth and diversification of wants. This characteristic 
of human wants is the basis of all modern civilization. Tl'ierc 
are indeed those who despise materialism and assert tiiat true 
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civilization consists not in amplification of wants but in tlieir 
limitation and simp1ifi.cation; but considering the human nature 
as it is we may say that "man rapidly degenerates unless he lias 
some hard umrlt to do, some difliculties to overcome and some 
stLeniious exertion is necessary for physical and moral health.” 

(2) ¥h7//./-.v are limited in capacity. There is an endless 
wuiety of wants but each separate want is satiable i.e., a certain 
amount of requisite wealth will satisfy it completely. A fi.xed 
quantity of food and water is needed to satisfy the hunger and 
slake the thirst. So with every other want; with each new 
possession of the particular commodity we derive less pleasure 
than the preceding one till 'wc reacii the point oi satiety when 
we want no more. On this characteristic of human wants is 
based the Law of Diminishing Utility. 

( 3 ) Wants are competitive. W-'hoits compete v/itli one 
another; each want tries to be satisfied first. Sometimes as is 
evident from the facts of every-day life several wants present 
tliemselves before a man’s mind for satisfaction so that ulti- 
rnateiy one want gains prominence while the remaining ones 
u‘e given up for future consideration. On this characteristic 
of human wants is based the Law of Substitution or Equi- 
AJarginal Utility. 

(4) ’Wants are Cornphjnentary, i.c., some wants which go 
together need a simultaneous satisfaction. A motor-car without 
petrol, a carriage without horse, a single shoe are o£ no value 
for people demand such things in groups. 

(5) Wants, acquired or artificial, tend to become a matter 
ot hiihii. "'Fants, in course of time, tend to become a part of 
our standard of living and we do not give them up easily when 
o;ice the}- are in our possession. This factor is of great im- 
portance in the determination of wages for the different grades 
of ivorkiiig classes. "There w'as a time - when wmrkmeii wore 
neither shirts nor shoes, W'hen; they had neither coffee nor 
tobacco, when they ate neither meat nor white bread; but today 
ti'.ese -v.'-nnts arc so deep-rooted, and form so fundamental a part 
Lit our nature, that a workman, if he were deprived of them 
woii-d probably perish.” At the same time it should not be 
supposed that v/ants once acquired are perpetual. They do dis- 
appear but only when they are supplanted by others that are 
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more strongly felt or whose satisfaction yields greater enjoyment. 

(6) The utility of present goods is always more than the 
utility of future goods. People, as constimcrs, attach greater 
importance to the satisfaction of present wants than future 
ones for future satisfaction is always uncertain and problemati- 
cal. The proverb 'a bird in hand is worth two in the hush’ 
clearly exemplifies this characteristic of human wants. Obvious- 
ly the utility of future goods is less than the utility of present 
goods owing to future contingencies and the inconycnienccs 
incurred by the saver. On this characteristic of human wants 
some economists have tried to justify interest-taking. 

(7) 'Wants increase with the advancement of knotvledgc. 
It has been already shown that as people make progress in social, 
economic and industrial spheres and as their knowledge increases 
through education and facilities provided by cheap and varied 
means of transport and communication, human wants grow 
in number and variety and fresh means arc sought for satisfying 
such wants. It is for this reason that new wants arise more 
quickly and rapidly in cities whilst in villages, away from the 
centres of progress and modernity, new wants develop very 
slowly. 

Some Apparent Exceptions 

Moreland has pointed out the following exceptions regard- 
ing the characteristics of human wants. At the outset it must 
be said that these exceptional wants are outside the purview of 
an economist, because he deals mainly with the material wants of 
ordinary men in the ordinary business of life. 

( 1 ) There are cases where particular wants do not seem 
to be capable of satisfaction so that the more a man lias of a 
particular thing, the more of it he wants. For example, the 
hue of display manifested in costly and magnificent binklxngs, 
clothes, jewels, horses and carriages, cars and in other ways of 
living, increases with every fresh supply, never reaching the 
point of satisfaction. But as Moreland points out "this excep- 
tion is apparent only, because the love of display is not exactly 
a simple want such as the want of food or clothing; it is made 
up of a very large number of simple wants, and as each of 
these is satisfied nev/ wants appear . The case is, therefore, 
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an illustration of the principle that new wants are constantly- 
arising, rather than an exception to the rule that wants can 
be satisfied completely.” 

(2) Another exception is the craze or love for power. 
The craze for some men for power over other people grows 
more and more with every increase of it. The economist ignores 
such wants as he is concerned with the wants of ordinary men. 

(3) The appetite of a miser for accumulating material 
•wealth, usually in the form, of gold, or silver, or precious stones 
grows keener and keener with every addition of it. He wants 
wealth simply for the sake of wealth. He neither spends it for 
his own consumption, nor utilises it in some other wa-y but he 
wants more, the more he gets. But we exclude from our study 
the wants of such misers. 

(4) On the contrary there are men whose wants do not 
seem to increase in number and variety e.g., the religious 
ascetic. Every Indian student must be in the knowledge of 
the fact that in our own country many wealthy persons after 
forsaking their worldly riches and enjoyments devote their time 
in godly contemplation with a loin-cloth on their body and 
become dependent for their frugal food upon the charities, They 
are at all times thirsty for the attainment oi*Nirvana. This 
single want becomes so acute and pressing that almost all other 
wants become unimportant in comparison. But as this spiritual 
craving cannot be satisfied by wealth, so it is outside the eco- 
nomist’s province. 

(5) Instances are not wanting where a particular want is 
felt so strongly that the ordinary economic wants give v/ay to 
it. There are men such as authors, painters or sculptors who 
being actuated by the desire of self-expression produce beautiful 
work (for the satisfaction of their inward craving) unmindful 
of the wealth or fame which their works will bring to them. 

Different Kinds of Wants 

Satisfaction of our wants is obtained through wealth which 
is got by our productive efforts. The wants of man are numer- 
ous and some of them will always have to go unsatisfied though 
each individual want is capable of being fully satisfied. The 
question naturally arises: can any rules be laid down as to the 
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order in wldcdi iseoplc in general attempt to satisfy their Tv’-antf;? 

■ All wants are not of equal intensity. ' Some wants are most 
urgent, others more attractive, while the rest may be c.liarr.ctcr" 
ircJ by dunibilit}?-. 

Urgency. Oor physiological. wants, i.e., the wants of food, 
ihJr.'it, cloihipg and shelter are the most urgent wants wliicli 
cannot stand po-stponemeiit. ■ 'Everything that a man liatli will 
bo given for liis life.’ After satisfying these wants lie spends 
the rest of his Income in meeting other less tirgent wants. 

AJiraciiwuess. Some wants are more attractive than 
others. Individual tastes and habits, personal likes and dirshkes, 
uhe nature of training one has received are great factors in 
determining the attractiveness of a vrant. “Some persons would 
pay moi'e for a thing tliac was fashionable, for a colour they 
nreferj'cd, for a piece of furniture or china that was old and 
rare, in other words for the thing they really liked or ad.mired 
ct'cn though to do so they would have to buy less of other 
things and to go without something the absence of which would 
involve more or less of real sacrifice.” 

Durnhilily, Time is the distinguishing factor. In some 
forms of consumption the satisfaction is temporary, while in 
others it is more durable spx'eading over a longer period of 
time. For example, the satisfaction derived from the consump- 
tion of food or drink is only temporary for the want recurs 
again within a short period with equal intensity, while that 
derived from houses or furniture, from clothes or jewellery is 
continuous and the want once satisfied recurs only at more or 
less considerable intervals. Some people prefer to spend rnoj’c 
on durable goods than attractive goods. 

Adam Smith regarded e.xpenditure on durable goods as 
bemg an important factor in increasing va/iondl as well as 
personal wealth. 

Classification of Waats 

F.L'om the above, it must have been clear that tb.erc are 
some wants which must be satisfied first by man before he c;in 
think of providing for others. It is from this point of view 
that human wants have been classified into three main classes: 

(I) Necessaries, (II) Comforts and (III) Luxuries. 
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(.1) Under necessaries we generally include those wants the 
satisfaction of which is too essential for our sustenance and the 
depriYatioii of which produces in us a feeling or pain. But 
among the wants which must be satisfied, there are some which 
must be attended to avoid death and others to avoid loss of 
efficiency and some to maintain the social prestige in the com- 
raiinity in which one moves about. Necessaries, therefore, may 
again be subdivided into three distinct classes: {a) Necessaries 
for existence; {b) Necessaries for efficiency and (c) Conven- 
tional necessaries. 

{a) 'Necessaries for existence’ or absolute necessaries of 
life include those articles such as a minimum supply of food, 
drink, clothing etc., vdiich are absolutely necessary for the 
continuance of human life. The goods necessary for existence 
vary in di£!:erent countries according to the climatic conditions 
of those regions and are relative to time. "In cold countries the 
term includes, in addition to sufficient food and drink, a certain 
amount of clothing and also some sort of a house for shelter; in 
the plains of India the necessary amount of clothing and shelter 
is very small, and perhaps a blanket for the winter is all that a 
man absolutely requires, so that here the term necessaries for 
existence means very little more than the small amount of 
grain and water that is sufficient to keep people alive.” 

{b) 'Necessaries for efficiency’ include over and above the 
necessaries for existence all those things which are necessary 
for keeping a worker in full efficiency at his work. Those 
things which promote the physical, mental and technical quali- 
ties of a man leading to a complete and full enjoyment of life 
are included under 'necessaries for efficiency.’ Marshall says, 
'the income of any class in the ranks of industry is below its 
necessary level, when any increase, in their income would in tlic 
course of time produce a more than proportionate increase in 
their efficiency.’ According to Moreland, the term 'necessar.'ies 
for efficie.iicy’ would include first considerably more food than 
is necessary for existence; secondly, a certain amount of cloth- 
ing and furniture, and a healthy house for shelter; tliirdh/, 
opportunities for medical treatment, and for education for a 
man’s children carried up to the stage which , he himself Las 
•received. ... 

4 ■ ■ 
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(c) 'ConYcntioiial necessaries’ include those articles stich 
as alcohol, tobacco, tea, fashionable wares of dress, etc., which 
do not in any way promote efficiency but which arc yet ncces- 
sarv because their consumption has either become habitr.ai or 
is required by the customs of the society. For a smoker,, 
tobacco is a conventional necessity. If you snatch away from 
the smoker his puffis of smolce, he shall undoubtedly feel for a 
time lethargic and disinclined to do any work. Again, many 
middle-class gentlemen in our cities prefer to use cheap Japanese 
crepe-soled shoes instead of country-made shoes in spite of the 
great inconvenience felt by the users in hot and cold seasons 
when their feet either get scorched or beiiumbecl respecrivcly, 
but they are, in a conventional way, forced to do so for the 
wearing of the latter type of shoes is now beginning to be looked 
down as a sign of rusticity. For the attainment of convc-n- 
tional necessaries many persons not only sacrilice their nccessark;s 
for efficiency but are sometimes forced to desist from the con- 
sumption of absolute necessaries of life as a result of the pres- 
sure wielded by the customs and traditions of the society. Man 
being a social creature must concede to these conventional neces- 
saries, and if he were deprived of these his efficiency would suffer. 
Hence, necessaries for efficiency include necessaries for existence 
as well as conventional necessaries. 

The expenditure on conventional necessaries incurred in 
India is comparatively more because of deep-rooted customs 
found in the Indian Society. ”Many people in order to avoitl 
looking low in the public eye economise their earnings after 
stinting even their absolute necessaries of life only to spcjul 
them in some marriage or funeral, religious or social ceremonies 
forced upon its members by the customs of the society.” 

(II) Comforts : — Those articles the consumption of whicli 
does not lead to an addition of efficiency in. proportion to the 
cost incurred in their satisfaction but a deprivation of wliicb. 
tends to undermine the efficiency of a consumer, are termed, as 
comforts. For example, a worker accustomed to enjoy his 
night in some cinema "shows” or theatrical entertainments if 
suddenly deprived of that pastime would take himself to be a 
bankrupt regarding that satisfaction and his efficiency would 
tend to deteriorate to that extent. Comforts imp.ly a decent 
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standard of living, and incl'^de better food,, ciotbes and liousing 
wit'll some povision for recreation and ■..amusement and for die 
satisfaction of intellectiiai needs. . Tlieir ' attainnieiit and satis- 
faction for the progress of a co'Lintry lias been spoken of by some 
economists as too necessary. The use of 'Flex’ footwear for 
indige.nous shoes, tlic silk shirts for cotton, cigarettes for the 
biik.ka^ are examples of comfortable consumptions. 

(Ill) Luxv.rks '. — ^Luxuries may be described as unneces- 
saries. Luxuries include those things which only add to our 
enjoyments but do not increase our efSciency. Practically 
speaking, there is no real di&rcncs between comforts and 
luxTiries excepting that the idea of luxuries conveys an idea of 
blame wdiicli is not conveyed by comforts, and the expenditure 
made on luxuries is taken to be as uneconomic or misdirected 
consumption. Luxuries signify a more elaborate way of living 
and include showy and costly things such as costly motor-cars, 
ornaments, table delicacies etc., together with the indulgence 
in expensive tastes in art, literature and travel. Gide defines 
luxury as the satisfaction of a superfluous want; Ely regards it 
as excessive consumption, that is to say, consumption of things 
which are not necessaries. 

Having thus classified human wants into three main divi- 
sions viz., Necessaries, Comforts and Luxuries, we now come to 
the real crux of the problem. From the classification into the 
above categories, it should not be understood that it is based 
on anything like a fixed standard so that if a certain commodity 
or service were once assigned to any one of these categories, it 
would remain so for all persons at all times. For example, it 
is often supposed that wheat is a necessary thing, motor-car a 
comfort, and scents a luxury. But this is incorrect. The terms 
vary enormously in significance with different countries, and 
even in the same country with reference to different social 
classes, different positions in life, different individuals and 
different periods of time. What is luxury to one particular 
class of people may be necessary to another class of people. 
Our idea of necessaries, comforts and luxuries is always relative 
to persons, a,nd place. To the busy doctor a motor-car 
may be necessary inasmuch as his efficiency may increase with 
the car as he is able to attend a large number of patients by 
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•liaYing an economy in time, whiist to a wealthy man who keeps 
it simply for pleasure drives it may be pure, luxury. Thus it 
should be noted that the classification does not apply to the 
articles of comum ption blit it is always in reference to the 
partiCtiiar comum-er. 

\Vith the change of time and, therefore, of circumstances, 
there may be a change in the classification of the articles of 
consumption. Some years ago the use of hat was supposed to 
be a luxury, now it is beginning to be felt as a comfort, and 
the time is not far when it might be regarded as a necessity. 
Similarly, a change in the place may bring about a change in 
the classification. A shirt is necessary for an English labourer 
in England; but it is taken to be a luxury for an Indian labourer. 
'In some countries the women go bareheaded and the children 
barefooted. For them certainly hats, shoes and stockings would 
not be regarded as necessaries but they would for the most part 
be so considered in England today.’ Thus the classification 
varies in relation to different places. 

Then, again, the units of the same article are to be taken 
separately for the purpose of this classification. The whole 
quantity of the same article consumed by an individual need 
not, and, in most cases, would not come under the same cate- 
gory. Thus, one pair of shoes for an ordinary individual would 
be necessary, another pair comfort, and a third one luxury for 
the last one would hardly bring about any real change in his 
comfortable mode of life except signifying an indulgence in 
expensive tastes. Thus the classification does not primarily 
refer to the articles of constmiptiony but to their nnits^ and 
varies according to the individml consumer, the time, and the 
place. 

The question arises if this classification is so variable, can 
there be any common measure which can be applied in classify- 
ing human consumption in general? Economists have foimd 
out the common principle of efficiency, by means of v/hich an 
article or the different units of . an article can be assigned to each 
of the three divisions. If the test of productive efficiency h-;; 
kept in view, v/e shall have no difficulty in classifying ' the 
different units of articles into necessaries, comforts and luxuries. 
By it we can know to what extent the consumption of a parti- 
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cular unit of article^ generates,.' ' in the- consumer, coiiditioiis of 
superior productive efficiency. ■'.Again,: it can also be found 
out, wlietlier or not, the deprivation of that article decreases 
his efficiency as a producer. Thus at a giveiTtime and place, 
if the consumption of a certain unit of an article increases the 
productive efficiency of the consumer, and the deprivation of 
which decreases his efficiency, then that unit of article Tvmuld 
be classified under, 'necessaries/ Again, if its consumption 
shows a slight increase in his efficiency and its deprivation leads to 
some decrease in efficiency, then it would be placed in the cate- 
gory of 'comforts,’ An article v/ill be a 'luxury’ if :its consump- 
tion and deprivation do not increase or decrease Ills cilicieocy. 

The foregoing classification of WTt.nts in order to bring out 
its salient features may be tabulated as follows: — 


Items 

The unit of consurnp- 

Deprivation of the 

! tion leads to 

unit leads to 

Necessaries 

Considerable increase 
in efliciency 

Cons i d e table decrease 
in efficiency 

Comforts 

A slight increase in 
efficiency 

Some decrease in 
e,fficiency 

Luxuries 

No increase in effici- 
ency' 

No decrease in effici- 
ency whatsover 


Classification of wants 


A v/ord or tv/o may also be added regarding the order 
in v/liich people satisfy their wants. To regard that surplus 
income is spent on comforts and luxuries after expending on 
iiecessa;ries is an erroneous idea. It is impossible to dogmatise 
ill this connection, ^Ve can only assert that all people try to 
buy their necessaries for existence first. But beyond that mini- 
mum there can be no generalisation. It is primarily a matter of 
personal habits, of individual tastes and desires. Some are 
thrifty, others are extravagant. Some will spend more on. 
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necessaries, otliers on comforts and a few otliers will probably 
like to spend more on luxuries. Again, some will siint of tlic 
necessaries for existence only to indulge in extravagant expendi- 
ture in other directions, e.g., an inveterate drunkard will prefer 
to forgo his food than to have abstained from his drink. "Order 
of consumption is not a matter of rule or regulation, it is a 
matter of personal habit, of individual tastes and desires/' 
.(Penson).v ■ . . 

The Standard of Living 

The standard of living means the amount of necessaries, 
comforts and luxuries which one person or class is habituated to 
consume for a long period and for the procurement of those 
articles, 'which have come to be regarded as the normal require- 
ments of everyday life, he possesses the means or the wdillng- 
ness to undergo a reasonable sacrifice. A lo'W standard of li'ving 
implies the satisfaction of very few wants besides the necessaries 
of life. On the contrary, a high standard of living signifies a 
greater expenditure on comforts and luxuries, over and above 
the necessaries of life. But readers should carefully note that 
the most expensive standard is not necessarily the best standard 
of living and the satisfaction of a large and varied number of 
v/ants irrespective of the effects wdiich they produce docs not 
constitute the rational standard. Besides the amount of income, 
the method in wdiicli it is spent also counts much in determining 
a higher or lower standard of living. A wdsely selected and 
balanced method of consumption with a lowc'r income is pre- 
ferable than an unthonghtful and extravagant e:-:penGiture on 
superfluous wants with a higher income. Wo snould follow 
: Br. ■ Marshall ' who lays ■ down: , "Let us take the term the 
standard of life to mean the standard of activities and wants. 
Thus an increase in the standard of life implies an increase of 
intelligence, energy and self-respect; leading to more care and 
j'udgrrjcnt in expenditure and an avoidance of food and drink 
that gratify the appetite, but affect no strength, and of WRtys 
of living that are unwholesome physically and rnoralljn” 
Economists advocate that standard of living wdiich results in 
the greatest benefit to society and is conducive to the full deve- 
lopment of economic, moral and physical side of the persons 
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wlioliaveadopted.it,. 

Altliougli there is some vagueness in the connotation of 
the term 'standard of living,’ yet, it is certain that ditferent 
people have diiierent standards of life, it is purely a personal 
affair and every individual clearly understands the sta.ticlar<i he 
adopts; it varies from individual to individual, from class to 
cla."s and from one period to another for the same people. 
Everyone eagerly looks for opportunities to raise his standard 
of living by having a command over those articles and services 
vdiich v/ere previously beyond his reach, and fears for 
any lowering of the standard for it not only deprives 
him of the articles and services he was accustomed to 
enjoy previously but also brings about a 'descent in 
the social scale with possibly some loss of personal dignity 
and self respect.’ The standard of life is not merely important 
from the individual point of view, it has a considerable bearing 
on the industrial efficiency, on the social and political organisa- 
tion, and on the progress and development of the people as a 
whole. 

Standard of living in India 

In India, owing to the general poverty of the people and 
the low earnings of the average individual, the standard of liv- 
ing of the vast majority of the Indian masses is extremely low. 
Three-fourths of the population consists of agriculturists and a 
comparative study of the agricultural conditions in this country 
and in foreig.n countries will reveal to us the v/retched state of 
the average Indian agriculturist as compared, to that of a peasant 
of an advanced country. He has to live under such adverse 
circumstances as cannot be dreamt of by an European peasant. 
Tlie latter never feels shortage of food-supply but alv/ays sighs 
for the lack of furniture, -conveyance and other comforts and 
decencies of human existence. "But with our Indian cultivators 
the case is quite different. Many of them do not get even full 
meal once a day and what they get is of the coarsest kind, 
The food which they take is inadequate in quantity and defi- 
cient in .nourishment. Many people annually, owing to the 
scarcity of the necessary clothing requirements, fall a helpless 
victim to the rigours of inclement Weathers. A large number 
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of persons live in ill-ventilated and insanitaiy houses built oJ: 
mad v/nlls with fcliatched roofs, and which are very often shared 
by cattle too. In short, a majority of the people are l.iardly 
supplied with the barest necessaries which are most essential 
for the preservation and continuance of human life. Of course, 
there are a few persons who can afford to indulge in comforts 
and luxuries in matters connected with food, lodging, recrea- 
tions and dress but they represent a microscopic minority in 
comparison to the total Indian population. 

Dr. P. Banerjee in his "Study of Indian Economics’ has very 
systematically described the ill-effects of an inadequate con- 
sumption upon the productive capacity of the people. He 
remarks: "An insiiiScient supply of necessaries for existence 
may just enable a person to keep body and soul together but 
cannot but be detrimental to his physical and moral welfare. 
The effect of inadequate consumption on production is immense. 
Ill- fed, ill-clad, ill-lodged, the mass of the people of India lead a 
dull and dreary existence. The want of proper sustenance impairs 
the vigour and vitality of the people who fall easy victims to 
the attacks of various kinds of disease. Plaving no reserve to 
fall back upon in difficult times, they suffer untold misery 
whenever there is a slight disturbing cause such as a drought or 
a failure of the crops. The children of the weak and unhealthy 
parents become weaklings, and, being themselves ill-fed and 
ill-bred, swell the numbers of the worthless members of society. 
Thus the physical deterioration of the people goes on increasing 
from generation to generation; and with the progress of physical 
degeneration, their moral stamina also tends to grow less and 
less strong. Consequently, the efficiency of labour as a factor 
in production has a progressively rapid tendency to diminish.” 

Causes of a low standard of living in India and their re- 
moval — ^Besides the poverty of the Indian people, the religious 
t cachings , the social institutions like the caste system and tlic 
joint-family system, the widespread illiteracy of the masses, 
absence of good means of transport and comrnunicatiosis arc 
some of the important causes responsible for a lovr standard of 
living in India. The income per head in India is ridiculously 
small compared to other advanced countries like the United 
States of America, the United Kingdom, Germany, France, 



man’s wants AND THfelR.SATlSFACTION',-; 57; 

Italy’s Japan, Australia, etc. By remedying the above causes 
and impressing upon the people the necessity and value of a 
better and refined life, an improvement, can. be effected^^ within 
a reasonable period of time. As a result of the spread of cda- 
cation and other f acilities available in cities, the standard of 
living particularly of the rich and upper middle classes is show- 
ing a tendency towards improvement but that of a vast section 
of Indian population in villages still shows no signs of improve- 
ment. In fact in recent times the consumption of such neces- 
saries for existence as supply of food has much deteriorated in 
quality and quantity and to that extent, it can be said, the 
standard of living has fallen to a low level. 

It is admitted on all hands that the •production in India 
can be greatly increased by increasing the consumption of the 
ill-fed people. Increased consumption means only that con- 
sumption of wealth which gives the greatest benefit and most 
rational enjoyment to the individuals and society as a whole. 
Increased consumption by the lower and middle classes of popu- 
lation of cheap imported articles of luxury and convenie.nce is 
not an indication of progress and prosperity; as is erroneously 
supposed by, some, if it is done at the expense of necessaries for 
existence. Luxury is economically unproductive and stinting 
of necessaries is always harmful. If the consumption of alcohol, 
opium, cigarettes, umbrellas and trinkets is made at the expense 
of milk, ghee, hukka and blankets, it will not lead to any eco- 
nomic progress of the country. People must have necessaries 
for efficiency before they are economically qualified to indulge 
in these less urgent and superfluous wants. 


CHAPTEll V 


UTILITY 

The Definition of Utility 

The term utility, in Economics, is used in a different sense 
than that ordinarily understood by a layman. Utility may be 
defined as the quality or power of a commodity to satisfy some 
human want, ’^^hen we use a certain commodity and. derive 
satisfaction in the course of its consumption, then that com- 
modity is said to possess utility. Anything that possesses utility 
is classed under the category of goods in our economic science. 
“We want the consumption or acquisition of bread and butter, 
milk and water, clothings and furniture, wine and opium, 
conveyances and houses, articles of decoration, display and re- 
creation because they seem to possess utility and the pov/er of 
satisfying our wants. If a thing is capable of satisfying a 
desire, it possesses utility irrespective of the effects its consump™ 
tion “ brings upon the health and efiiciency of the consumer. 
Ai though alcoholic liquors and opium are positivel 5 r detrimental 
as the constancy of their use brings deteriorating effects upon 
the health of the drunkard and the opium-eater, yet in the 
strict economic sense of the term they possess utility so long 
as arc demanded and consumed by the respective consumer. 
Hence the term utility is not necessarily synonymous with 'use- 
fulness’ in a moral or social sense. Seager has aptly emphasised 
the point in question t,hus: “Anytliing that satisfies a v/ant and 
ha.s utility is a good, whether it be the whisky of the trader or 
the hymn book of the missionary.” 

Here, we must not lose sight of the subjective aspect of 
utility. It is a psychological evaluation of the want-satisfyi.og 
capacity of a particular thing. Utility is not an inherent quality 
of a thing; it is a subjective phenomenon resting in human 
V7ant and relative to the intensity of the want. Utility arises 
only with want and vanishes with the disappearance of tfiC want. 
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It exists only in relation to htiman .desire, and can have no inde- 
pendent and separate existence. The utility of a commodity/ 
varies vdtli diiferent persons and at different t.unes and places 
with the same consumer under altered circumstances. 

Utility varies directly with the intensity cf a v/ant. 
Utility or satisfaction secured from the consumption of a com- 
mod.{ty is incapable of any physical measurement because of its 
variability from individual to individual, from place to place 
and from time to time with the same individual. But we know 
that the more intensely a thing is desired by a man greater would 
be his sacridees for its acquisition. Hence the ■ntilUy of a thing 
h mecimrcd indirectly by the sacrifice one makes, or the amount 
of money one is tullUng to pay in order to get possession of it. 

The Law of Diiiiinishing Utility 

There is an endless variety of human wants; they tend 
to increase with the progress of civilisation and growth of in- 
ventions, But amidst the confusing varieties of wants expe- 
rienced by us if we single out any particular want we find that 
it is capable of being completely satisfied for the time being. 
Howsoever intense desire may be for a particular commodity, 
its desirability diminishes as its units increase v/ith the consumer 
at any given time. I may have a very pressing desire to possess 
a blanket for purposes of protection from cold but the moment 
I provide myself with one blanket I may think that I am sa de- 
fied for the moment and want no more. I ma^'- be suffering 
from a tormenting hunger, but after I have taken two or tliree 
loaves of bread my eagerness for the successive units will decrease 
and' the utility derived thereof will tend to decline. You may 
consider the desire for the first pair of shoes as intensely high; 
you may welcome the second pair of shoes though it will satisfy 
a less intense want; the third' pair' of shoes will be less eagerly 
sought until you would no . longer .feel the need of any addi- 
tional pair of shoes. We all, know about the ■ apparently insati- 
able desire of King Midas for gold and when he eventually got 
cnoinrioiis quantities of it he began to hate the sight of it — 
an object of desire and admiration became one of dissatisfaction 
and disgust. These illustrations serve to show that man’s wants 
though unlimited in number are yet limited in capacity. This 
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piienomenoii is called by economists the Law of Diniinisliing 
Utility or Satiable Wants. It may be stated briefly as follows: 

The LavT of Diminishing Utility states that the intensity 
of onr want for additional units- of. a commodity diminishes as 
we cojisumc or acquire successive units o.t it. That is to say, 
at any given time as the successive doses of the same commodit]/ 
or service are consumed, the utility obtained from the successive 
doses becomes less and less, and if consumption is not stopped 
it may fall to zero finally passing into dissatisfaction or dis- 
utility. This tendency of diminishing utility, barring a few 
apparent cases which we shall discuss in the following pages, is 
of universal application in respect of our wants and their satis- 
faction. Take the case of a thirsty man with whom the utility 
of the first cup of water is almost immeasurable as he is prepared 
to pay any and everything for- its acquisition. Let us say that 
the utility of the first cup of v/ater is infinite for it involves a 
question of life and death to him. After having drunk the 
first cup of water, the intensity of his thirst falls and with it 
falls the intensity of utility also. A second cup of water is yet 
highly agreeable though the utility derived from the second 
is much less than the utility of the previous one. A third cup 
is still agreeable as his thirst is not altogether quenched and he 
will probably derive less utility from the third cup than the 
second one. From the fourth cup he may derive a very little 
satisfaction notwithstanding his use, and a limit is conceivable 
when he will no more feel the want of water at that particular 
moment and any additional supply of it instead of giving any 
pleasure as the previous cups produced in him will he positively 
a source of nuisance or discomfort. Thus, we see that with 
every increase in the stock of a commodity there goes a corres- 
ponding fall in satisfaction and utility that a consumer derives 
from the additional units of the same commodity at any parti- 
cular period of time. 

The relations between the successive cups of water and 
corresponding degrees of utility received, by the consumer may 
be graphically represented thus:-— 

Alo.ng the axis OX we measure the units or cups of water 
consumed and along OY we measure the degrees of utility 
received from the successive units. The first unit or cup of 
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water represented by OA (or, a) .gives .an incalculable amount 
of pleasure or satisfaction and the rectangle is left open because 
the utility derived is infinite and not susceptible of actual 
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measurement. The second unit, let us assume, gives 100 degrees 
of utility represented by the rectangle ABRP; the third unit 
gives 80 degrees of utility represented by the rectangle c and 
so forth as marked in the diagram. The diagram illustrates 
clearly the tendency that as identical units or cups of v/ater 
are consumed at any given time, the utility of each successive 
unit becomes less and less than that of the pre\uous unit till 
it reaches the margin of satisfaction. The rectangle / repre- 
sents the inargiiial satisfaction when the utility of the last unit 
consumed is balanced by the sacrifice undergone or price paid 
for its acquisition. 

The tendency to diminishing utility is manifest in all forms 
of consumption, and depends upon man’s physical and psycho- 
logical nature within a given period of time. As the tendency 
operates with water, so with every familiar article of daily use; 
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as with a thirsty man so with every consumer. Howsoever hun- 
gry a man may be, every additional loaf of bread tliat he con- 
sumes gives diminishing utility to the consui\icr. Prof. MarEliall 
has defined this tendency thus; "The additional benelit wiiicli, a 
person derives from a given increase of his stock of anything 
diminishes with the growth of the stock that he already has.'’ 
In simple language the law may be formulated as follows: Each 
additional unit of a commodity consumed or acquired at a given 
time affords, other things being equal, diminishing utility to a 
person than the preceding unit. 

MeasiiBg of ^'Otlier Tilings being EqiuaP’ 

■While enunciating the Law of Diminishing Utility we must 
not forget to notice the significance of the phrase 'other things 
being equal,’ as it involves certain assumptions without which 
the law will not or partially hold good. It signifies that the 
utility from each successive unit of a commodity diminishes only 
when other conditions remain static at any given period of con- 
sumption. In 'other things’ we usually include the following 
qualifications. 

(1) Each successive unit of the commodity consumed or 
acquired must be identical in quality and quantity. For example, 
if the thirsty man after having drunk two cups of water, when 
the additional utility from the last unit is declining, resorts to 
glass of delicious lemonade with ice, his utility might show a 
positive increase. Thus the law is applicable to a particular 
commodity with reference to a particular consumer at a parti- 
cular time and place. 

(2) The law is applicable only when the attitude or tem- 
perament of the consumer remains the same during a certain 
stated period of consumption. For example, a man feels 
diminishing pleasure with every additional loaf of bread he takes. 
If after five or six loaves of bread when the added utility from 
the last unit is almost zero, he takes liquor, he finds in tliat 
altered state the satisfaction from the additional loaves of bread 
increased, though for a temporary period only. Flence the 
attitude or temperament, in other words, the entire outlook of 
the consumer must not be affected by other factors. 

(3) Tlie W of diminishing utility holds good only if 
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tlie period ^ of consumption, at .any ; giYen time is coiitiriuoiis. 
If there is a break in act of consumption of a particular 
articles then, tlie kr^ of diminishing utility may not operate and 
the successive units of that article taken after the break may 
produce increasing utility. 

(4) If long periods of consumptions are taken into 
acco'Uiitj the consumer’s income, habits, .customs and fashions 
must remain unaltered. If the income of a person gets in- 
creased, then he may consume or acquire more of the commo- 
dity at the same or higher price although he may be having a 
large stock of that commodity with him. If tastes or fashions 
undergo a change, it is probable that the utility of successive 
units of a commodity may not diminish during an altogetl.er 
different set of circumstances. 

( 5 ) The general level of prices must remain the same. If 
the price of a particular commodity falls, then the consumer 
may buy more of that article at the reduced price in spite of a 
large stock that he already has. But the tendency must operate 
ultimately for he cannot increase his stock indefinitely. 

Allowing for these assumptions and qualifications, the Law 
of Diminishing Utility is almost of universal application. "The 
tendency (to diminishing utility) shows itself,” remarks Prof. 
Taussig, “so widely and with so few exceptions that there is no 
serious inaccuracy in speaking of it as universal.” 

Exceptions to the Law o£ Diminislimg Utility 

, By exceptions to the law we understand that in some cases 
each successive unit of a commodity, if added to the stock of a 
commodity a man possesses, may intensify his desire and atford 
increasing satisfaction upto a certain point. It should not, 
liov/cver, be forgotten that exceptions dealt below are only 
apparent and not real, as the Law of Diminishing Utility would 
operate ultimately in every circumstance. 

( 1 ) If our initial units of a commodity are such as to be of 
no worth in our consumption, increasing utility from the acqui- 
sition of successive units of the same commodity is conceivable 
upto a certain point. As Silverman points out: "Thus, if 
3 yds, of cloth are necessary for a garment, a cut length of 
2 yds. would have less than two-thirds of the utility of 3 yds. 
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An cxt.ra yard -^vould thus afford increasing utility. Yet even 
hercj it may be properly contented, 'diminishing utility really 
obtains, since 3 yds,, and not 1 yd., woulc^give a lower satis- 
fiiciion rlinn the first length.’ Similarly, if a few drops ot 
water v,?ei'c to be ofiiered to a thirsty man, it would intensify 
rather than diminish his thirst creating a keener longing for the 
acquisition of additional units of water. The utility will show 
a dimiiiutioii only when a certain required quantity has been 
obtained by the thirsty man for quenching his thirst. 

(2) A second instance of exception to the general Law of 
Diminishing Utility is afforded by the consumption of stimulants 
under the effect of which the entire attitude and temperament 
undergoes a complete change and the consumer begins to think 
that the second or third unit of liquor will bring greater pleasure 
and satisfaction than the previous unit consumed. Or, as 
Taussig remarks, to speak of higher things, the second or third 
reading of noble verse or the hearing of beautiful music, often 
gives greater pleasure than the first. But in such instances too 
the point of diminishing utility must come sooner or later. 

(3) Another exception to the law is to be found in the pe- 
culiar characteristics of a commodity consumed or utilised. 
Taking the case of a telephone, it requires no greater attempt on 
our part to prove that the larger the number of telephonic 
connections, the greater is the utility derived by the user on 
account of the increased facilities of communication afforded by 
the extended telephonic service. But beyond a certain limit 
the workability of service shall suffer owing to the delay and 
inconvenience caused in transmitting communications. 

(4) Another exception to the law is furnished by curious 
and rare things. The collectors of rare articles like ancient 
stamps and coins, auk’s eggs and other curios and specimc.ns of 
antiquity usually derive an increasing pleasure with every addi- 
tion of such articles in their stock. But in such cases too a limit 
must be reached when any further : addition to the stock tvill 
liavc diminishing utility. 

(5) Lastly, the love of display, the lust for jaower and tiic 
misers thirst for money may also be mentioned as other apparent 
exceptions to the general Law of Diminishing Utility. 

In all these exceptional circumstances the tendency to 



diminisbing utility., however, 'must prevail 'uitirm HeBce,' 

these exceptions do not contradict the universal applicability of 
the Law of Diniinislimg Utility. 

Marginal Utility 

The conception of 'marginal utility’ closely follows the Law 
of Diminishing Utility. According to the Law of Diminisliing 
Utility the utility of each additional unit of a commodity 
diminishes, and the utility which the consumer derives from 
tlic unit which is at the end of successive consumption of that 
coniraodity is spoken as the margimi. or pnal utility. Marginal 
utility may be positive, zero, or negative. It is positive when a 
consumer has to cease his act of coiisumption, for one reason or 
the other, before reaching the point of full satisfaction. 
Marginal utility is zero when the consumer reaches the margin 
of full satisfaction and vv^aats no more the consumption of that 
commodity at that particular moment. It is generaily zero iii 
the case of free goods which can be had in plenty without any 
payment of any sort. It is negative when the consumer is 
forced upon, willingly or unwillingly, to continue his consump- 
tion as to be distinctly detrimental to him. 

In order to illustrate the meaning and conception of mar- 
ginal iTtility more precisely and completely let us take the case 
of a hungry man who has a number of loaves of bread to 
appease his hunger. Let us assume that marginal utility from 
each successive unit is as follows:— 


Units of successive 
loaves of bread 

Marginal Utility 

Total Utility 

I 

50 

50 

z 

40 

90 

5 

25 

1x5 

4 

20 

■ 155 

■■5 ,i 

15 

150 

6 

■ ■ ■ 5 . ■ 

■ U 5 

7 

0 

U 55 , 

8 

-■) ■ 

Uo 

■ ■ . 9 ' 


U 5 . 

10 

' “30 

105 


5 


It is clear from the table given above that iipto the con-- 
sumption of six loaves of bread the utility is positive; the utility 
of the seventh is zero and after that it becomes negative. 
Ordinarily, our utility does not reach the stage of zero utility 
as we have to make a money payment for every unit consumed 
or acquired by us. The same idea may be represented by tlie 
following diagram. 


Y 



Diagram illustrating diminishing utility, mai'ginal 
utility and total utility 


Let OX represent the successive loaves of bread atid OY 
the corresponding degrees of utility derived. If the Inangry 
man of our illustration . ceases his consumption after taking 
the sixth loaf of bread then at that particular time the sixth 
unit tvill form the marginal loaf and the utility derived by its 
consumption will be known as its marginal utility. The mar- 
ginal utility of the sixth loaf of bread is 5 as represented in the 



diagram. If he liad stopped after consuming the seventh loaf 
of bread its marginal utility would be 0. Similarly, -S will 
be the marginal utility of the eighth loaf of bread if he stretched 
his consumption to that limit. The 'additional utility’ refers 
to the utility derived by the added satisfaction of any single 
unit in the course of consumption, and it is always spoken with 
reference to one unit consumed at any stage of consumption. 
Marginal utility is the amount of utility which is derived from 
the last unit of supply of a commodity in a continuous con- 
sumption at a given time. 

Total Utility 

Although the marginal utility of a commodity, as examined 
above, to a consumer diminishes with every increase in the 
amount of its stock, yet the 'total utility’ increases for a time. 
'Total utility’ refers to the sum total of all the additional utili- 
ties derived by the consumption of the whole stock of a com- 
modity at a given period of time. The increase in total utility,, 
however, takes place at a diminishing rate, that is to say, the 
increase is proportionally less than the increase in stock. To 
be more precise, the total utility increases upto the margin of 
full satisfaction, that is, the point of satiety after which it 
begins to decrease as any additional unit will produce disutility 
or negative utility. Hence it has been truly observed that 
when the total utility of a commodity has reached its maximum, 
marginal utility is zero. Reverting to the previous diagram, 
when seven loaves of bread are consumed the total utility is 1 5 ) 
and the marginal utility is zero. At this limit, the total utility 
is at its maximum, and the marginal utility sinks to zero. If 
he takes eight loaves the total utility is reduced to 150 because 
the amount of disutility or dissatisfaction resulting from the 
eighth loaf of bread must be subtracted from the total utilit}^ 
Hence, the total utility increases upto the point of satiety and 
it is at its maximum when the marginal utility is Zero. 

Cafisiimer^s Surplus 

.According to the Law of Diminishing Utility tlie utility 
diminishes with every addition in the stock of a commodity that 
a person already has while the marginal utility of the last unit 
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of a commodity consumed at any given time just equals tlie 
sacrifice Of price paid for its. acquisition. -Obviously, the u'di.ity 
derived from the earlier units of a- commodity is very liigh and 
the price that a person would be prepared to pay for them would 
be eoiTespoiicliiigly liigli. -But in spite of varying amoo.ats of 
satisfacticn accruing from the successive units, the price paid 
for the different units is governed by the marginal unit pur- 
chased by a consumer. ; llie price of all dilferent units of the 
same commodity under competitive market conditions is the 
same at a particular time and place. Therefore, on all previous 
units consumed above the margin the consumer derives a sur- 
plus or an excess of satisfaction which is commonly measured 
by the difference between the price that one. would be wlllmg 
to pay and that which is actually paid. This is called in eco- 
nomic terminology as the 'consumer’s surplus.’ Prof. IMarsliall 
h.is defined it thus: "The excess of the price which lic would 
be v/illing to pay rather than go without the th-ing, over that 
which he actually does pa)/-, is the economic measure of this 
surplus satisfaction.” 

Again, reverting to the example of 'the hungry man and 
keeping in view the gradually diminishing amount of satisfaction 
with each successive increase of his stock, let us assume that the 
loaves of bread are offered to him in succession and that each 
one is purchased at the following price luiHmtLt the knmulciige 
of 7nGn’ to come. 

10 annas 

5 annas 

6 annas 
4 aiiiias,,: 
3 , annas 
1 an,iia 

Total . . 32 an.n.as 

(Rs. 2) 

As the amount he is willing to pay for each successive loaf of 
bread measures the marginal utility of that loaf of bread to tlie 
consumer, it may be said that the total utility of six loaves of 
bread to him is the sum total of the amounts paid for each addi- 


For the -first loaf the consumer is willing to pay 


„ „ thu'd 

,, „ fourth 

„ „ fifth 
„ sixth 
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tionai unit, viz., 32 annas or Rs* 2. But if at that- particular time 
the market price were one anna per loaf of bread, it is, certain that 
he would be charged one anna for every- loaf of bread in spite 
of Ms differing satisfaction from the successive units, and that 
he would be required to pay sis annas for all the loaves of bread 
consumed. Thus owing to , market .conditions he- obtains by 
.spending sis annas that satisfaction for wliicli he would have- 
been prepared to pay at least two rupees; and so- we can say 
that the sum of one rupee, ten annas measures the surplus of 
satisfaction wliich he enjoys in his purchases as illustrated in 
our example. Consumer’s surplus, therefore, is, accorcing to 
Prof. Taussig, ”Di;fiference between, the sum wMcli - measures 
total utility and that which measures total exchange value.” 

The conceptio.ti of consumer’s surplus may be represented 
by the following diagram. 


Y 



Along OX are measured the units of loaves ot bread con- 
and along OY the price paid for each respective unit. 
In die purchase of OA number of loaves of bread at the price 
OQ or AB, the total cost involved is measured by the rectangle 
OABQ. "Whereas in order to purchase OA number of loaves 
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of bread be would have been prepared to pay ORBA. But as 
it is, all the units are purchased at OQ price. The total utility 
obtained is represented by ORBA, the price paid is OQBA, and 
therefore, IIQB constitutes the consumer’s surplus. 

This conception is of great importance in our economic 
studies. It draws our attention to the familiar fact that tire 
price of a commodity is not a true measurement of the satisfac- 
tion derived from it. The price for a commodity may be very 
small but the satisfaction may be enormous — that is, there may 
be a large consumer’s surplus. It enables us to determine the 
economic position of tbe different classes in a community and 
the stage of civilisation, achieved by its people. Other things 
being equal, the higher the stage of civilisation reached, the 
greater is the consumer’s surplus enjoyed by the people. Prof. 
Nicholson has criticised the conception of consumer’s surplus 
as purely arbitrary and illusory. He remarks: “Of what use is 
it to say that the utility of an income of £100 a year is worth 
£1000 a year?” Mai'shall in reply to his criticism writes that 
there is no avail in saying that. “But there might be use, when 
comparing life in Central Africa with life in England, in saying 
that, though the things which money will buy in Central Africa 
may on the average be as cheap there as here, yet there are so 
many things which cannot be bought there at all, that a person 
with a thousand a year there is not so well oflF as a person with 
three or four hundred a year here. If a man pays Id. toll on a 
bridge, which saves him an additional drive that tvoukl cost 
a shilling, we do not say that the penny is worth a shilhng, but 
that the penny together with the advantage offered to him by 
the bridge (the part it plays in his conjuncture) is worth a 
shilling for that day. Were the bridge swept away on a day on 
which he needed it, he would be in at least as bad a position 
as if he had been deprived of eleven pence.” Although the 
measiarcment of total utility and consumer’s surplus i.s more 
or less hypothetical, yet the consumer’s surplus obtained .from 
the existence of cheap postal, telephonic and transport services, 
cheap newspapers and other articles of familiar use is a real and 
not an imaginary conception. 
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Tke Law of Eqi3.i“-MargiiiLal Utility or the Law of 
. .Substitution . 

Tile law has been stated by Prof. Marshall thus: "If a 
person has a thing which he can put to several uses he will 
distribute it between these uses in such a way that it has the 
same marginal utility in all. For if it had a greater marginal 
utility in one use than another, he would gain by taking away 
some of it from the second use and applying it to the first.” 

It is a matter of common observation and experience that 
every person tends to secure the maximum of satisfaction with 
the minimum of sacrifice or expense. If a person has ten rupees 
for his expenditure he will try to spend them in the satisfaction 
of his competing wants in such a way that he obtains the maxi- 
mum of utility out of the whole; and in order to secure that end 
from his given expenditure he will so distribute his expenses 
on various items that the marginal utility derived from the last 
unit of each purchase is approximately the same. Similarly, 
when a man has a stock of, say, 20 seers of cotton he will so 
tend to adjust his total consumption for his clothing require- 
ments that the last unit of cotton expended on one item bears 
practically the same amount of utility as that obtained on other 
items. If he calculates that the marginal ittility of the last 
unit of cotton spent on shirts is less than the additional utility 
vdiich he could have obtained by adding the same unit on 
pyjama, he wmuld necessarily like to make the change and substi- 
tute the latter for the foigmer thereby increasing his total satis- 
faction from the total stock possessed by him. It has already 
been noticed that a consumer usually stops purchasing or con- 
suming an article at the point where the marginal utility of the 
additional unit is just balanced by the money sacrifice under- 
gone to secure it. Consciously or unconsciously, everyone of 
irs is continually comparing the utility of one commodity with 
that of another and diverting liis expenditure from a less im- 
portant commodity to a more important one whose satisfaction 
is expected to be greater. When a consumer after a careful and 
judicious comparison of utilities tends to regulate his expenses 
on difierent articles of consumption in such a way as to yield 
equal marginal utility along each line of expenditure he is said 
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to conform, to the law of equi-marginal utility. The law states 
that the total utility derived from one’s expenditures is at its 
maximum, only if the marginal utility along each line of e.xperi.” 
dlture is equal or approximately the same. 

The law of equi-marginaT utility is usually explained with 
refere.iice to the rise of money income which can be put to a 
number of uses, and it may be illustrated by the following 
hypothetical illustration. Let us assume that at a given time 
a labourer has fourteen annas to purchase four commodities, 
flour, rice, ghee and sugar. Let us further assume that he 
spends his sum in one anna unit successively on various articles 
and the degrees of utility which he obtains from successive units 
of each of these articles are given here on a diminishing scale 
and are represented by a number in each column. It may be 
added that according to market prices one anna gets each time 
in exchange eight chataks of flour, six cliataks of rice, four 
chataks of sugar, and one chatak of ghee. It will be clear with 
the aid of the following table of figures how it is possible for 
a sensible consumer to obtain a maximum of satisfaction if the 
marginal utilities at the end of each purchase are made the same. 


Table explaining the law of equi-marginal utility 


Names of commodities 

' ' ■ , i 

Degrees of utility from successive 
units 

Flour . , . , 

3 ° 

24 

20 17 

15 7 

. Rice . .. .. 


19 

18 15 

7 6 

Sugar ' . . . , 

22 

15 

9 6 

4 2 

..'Ghee. 

G 3 

16 

13 12 

8 5 


As each number in the above table represents the degrees 
of utility enjoyed by the outlay of one anna unit, it is obvious 
that the labourer w-ould first of all choose that unit of com- 
modity which promises to afford the greatest amount of satis- 
faction and the other units in order of their utilities. Always 





keeping this object in view he will spend his : fourteen annas in 
purchasing five units o£ flour, four units of rice, two units of 
sugar and three units of ghee to get the maximum amount of 
satisfaction, and it v/ili be seen that in his attempt to obtain the 
maximi"m amount of utility out of his limited sum, he lias 
spent it in such a way that , the utility derived from : the last 
unit along each line of expenditure tends to be equal. The 
total utility which he derives out of the given expenditure 
amounts to regarding flour (30+24+20+17 +l))+rice (25 
+ 19+18 + 15) +sugar (22 + 15)+ghce (23 +16+15), or 274 
degrees of utility. Supposing if he changes the order and pro- 
portion of his expenditure then his total satisfaction will decrease 
considerably. Flence the may be stated thus: In order 
tliat the total utility may be maximum the consumer should 
distribute his given income in such a way that the marginal 
utility on each line of expenditure is made approximately equal. 

The law of equi-marginal utility also applies to the distri- 
bution of income on future needs. Along with the present uses 
of money a thoughtful consumer has equally to look to his 
future uses of money and distribute his income on difl’erent uses 
present and future in such a way that they will have in each the 
same marginal utility. If a man receives an income of Rs.lOO per 
month he will in order to get maximum total satisfaction out of 
his income will so distribute it between present and future needs 
that the marginal utility obtained from the last unit of money 
spent on the satisfaction of present wants is just equal to the 
marginal utility to be gained by saving the last unit of money to 
be spent in the satisfaction of his future needs. 

Lmiitatiom to the law of Eqtii-marginal Utility in practical 
life — Although the labourer in our hypothetical illustration has 
derived from his given expenditure maximum possible satisfac- 
tion by making marginal utilities along each line of expenditure 
equal, yet in practical life we are seldom able to make them 
so in spite of our constant effort and natural predilection to 
attain that end. The frequent fluctuation in prices is a great 
handicap in the attainment of that end as it alwa^^s ttpsets the 
pre-conccivcd calculations. Supposing if the price of flour rises 
while the price,s of other commodities remain the same then the 
satisfaction derit^ed from the expenditure of one anna unit will 
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be less tliaa that obtained previously, and it becomes necessary 
to spend something more than one anna to bring the marginal 
utility of flour to its previous level. This will necessroate a 
curtailment of expenditure on other commodities which in turn 
will upset completely the proportion of the clistnbution of 
expenditure on diiferent commodities decided previous to the 
occurrence of the fluctuation in price. 

Again, many persons due to a variety of reasons either fail 
or do not care to weigh and balance judiciously and correctly 
the utility of their marginal expenditure on each commodity as 
a result of which they seldom get the maximum satisfaction out 
of their given income and repent for the mistake. They 
usually comfort themselves with the idea that the advantage 
to be gained is much less than the unnecessary time and trouble 
involved in the calculation of marginal utilities along each line 
of expenditure and in their adjustment from time to time. 

Scope and importance of the laiu of Eqni-margimil utility — 
The law of equi-marginal utility in the sphere of consumption 
applies not only to the spending of money for the satisfaction 
of present wants but also to the distribution of income for future 
uses. This also applies to a commodity which can be put to 
several uses and employed for satisfying various wants. In the 
.sphere of production, when a businessman or an organiser, in 
order to secure the maximum gain out of his investment, is 
substituting more profitable factor of production for a less pro- 
fitable one and a more efficient one for a less efficient one, with 
the idea of bringing equal marginal returns from each factor of 
production, he is verit.qbly conforming to the law of substitu- 
tion. It has also an important bearing upon distribution, in- 
asmuch as this law lends weight to the advocacy of equal 
distribution of wealth amongst the various factors of produc- 
tion in order to maximize the social welfare. In exchange, the 
consumer tends to substitute a cheaper article for a dearer one 
in order to satisfy his want. 
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DEMAND AND SUPPLY 

Tlie Meaiting of Demand ■■ 

In Economics the term 'demand’ is used in a veiry special 
and restricted sense. Demand is not the same thing as desire. 
By demand economists mean an “effective desire,” that is, a 
desire which is backed by some means to satisfy it. Such a 
desire comes only from those persons who have got the ability 
and willingness to pay for that quantity of a commodity which 
they want to possess. A cultivator may have a keen desire or 
want to have a motor-car but if be has got no means and 
willingness to pay for its price, the mere desire, however strong 
it may be, will have no effect on the market conditions and 
hence it will constitute no demand in the economic sense. 
Demand denotes a desire backed by money or other means to 
purchase the quantity desired by a person at a particular time. 
Thus demand implies three conditions; (i) Desire for com- 
modit}^ (ii) means to purchase it, and (iii) willingness to offer 
the means of purchase to satisfy the desire. 'Demand’ and 
'Want’ arc synonymous terms and have the same meaning in 
Economics. , 

But as demand is closely related to price, and as our demand 
to jaurcliasc a certain thing depends to a very great extent on 
the price we. have to pay in exchange for it, therefore, demand 
has come to mean the quantity of a commodity which is de- 
manded or purchased by people at a given price and at a parti- 
cular period of time. 

The quantity of a commodity demanded by a person 
usually differs with different prices. We can have no idea of 
demand unless tlie price is mentioned. Demand generally varies 
with the price. Other things being equal, if the price is high 
the quantity demanded will be less, while if the price is low 
the demand for the commodity will rise. 
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;'Tiie Lawi,o£ Demancl ■ " 

The law of demand is obviously based upon the law of 
diminishing utility as the: utility .. of each successive unit dimi- 
nishes^ the price which a person, is willing to pay for the acquisi- 
t.io.n of the siicce.ss.ivc units goes on decrea.sing, and., tlierefortv 
the kw of demand declares that the quantity dcmaiided in- 
creases with a fall and decreases with a rise in the price ol: a 
commodity at any given time. Marshall has defined the law 
thus: "The greater the amount to he sold, the smaller must be 
the price at which it is offered in order that it may find pitr- 
chasers; or, in other words, the mmmt demanded r,icr cases with 
a fall in price^ and diminishes with a rise in priced^ The law of 
demand thus establishes a definite relation between the price 
and the quantity demanded, and it may be represented by the 
following diagram. 


V 



Measuring along OX the quantity demanded and along OY 
the prices it is shown that as the price falls from PO to P''0 
the quantity demanded, increases from ON to OM, :tliat is, the 
demand i.ncreases with- a fall in price, and decreases with a rise 
in price, e.g., w.hen prices rise from OPTto OP, the: quantity 
decreases from OM.to ON. 

It must, however, be pointed out that there does not exist 
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any uniform relation between the quantity demanded: and the 
price. If the price of a commodity is doubled, it is not neces- 
sary that the quantity demanded woiiid be reduced to onc-lialf. 
The extent of the fall in demand as -a. result of a rise in price 
depends oji many factors especially on the nature of the com- 
modity in question. The law only indicates the tendency, that 
a rise in price diminishes demand, and a fall in price increases 
demand, and it does not seek to establish, nor possibly it can, 
any quantitative rektionsbip between demand and price. More- 
over, the demand is influenced besides changes in price by such 
extraneous factors as changes in fashions, customs, tastes, the 
wealth of tiic community, the purchasing power of money and 
the influence of substitutes which may jointly or separately 
counteract the quajititadve relationship arrived at any time 
betvv’-een demand and price. So the Law of Demand declares 
merely that demand varies wdrli price without indicating by 
how much it is likely to be affected in the case of any particular 
cormiioclity. If the price falls, demand increases, and if the 
price rises, demand falls. 

The Deiiiad Sdiedule 

A demand schedule is composed of a list of the diflierent 
amounts of a commodity which will be purchased at different 
prices at a particular time and place. It is always used with 
reference to a single commodity at a given period of time. It 
may be an indivldtml demand schedtde or a market demand 
scbedide, the former indicating the quantities of a commodity 
which will be purchased by an individual at different prices, and 
file latter representing the sum total of all the demands for a 
given commodity in a particular market at a particular period, 
of time. 

Ordinarily, people do not stop to think about the varying 
.’mounts of a commodity that they would purchase at each 
pos.slble price, but whenever a marked fluctuation takes place 
fu' the price of a commodity, they have to consider seriously 
rile amount of that commodity to be purchased at a price vv^idely 
different from that to which they were accustomed previous to 
this change. To cite an example from the practical conditions 
of life, it may be pointed out that as a result of the excise duty 
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levied on matches many people, particularly the poor, have 
deliberately reduced through every possible economy the con- 
sumption of matches to a marked degree. It is quite posvsible 
that the price of a commodity might rise so high that for a 
particular consumer it may become quite prohibitive resulting 
in a complete cessation of his consumption, or again, the price 
might fail so low at any other season that the same consumer 
will purchase a sufficient quantity of it without any difficulty. 
Between these two extreme limits, a consumer has always to 
fix upon the varying amounts of a commodity to be purchased. 
Let us assume that a person having an income of Rs. 100 per 
month decides to frame a table or schedule in the following 
manner for ghee which he would purchase at each possible price 
during a month. 

If the price were Rs. 6 or more, he would buy no ghee 


Rs. 5 he would buy 1 sr. 

Rs. 4 „ „ lYz srs. 

Rs. 3 „ „ 2 

Rs. 2 „ „ 3 „ 

Re. 1 „ „ 5 „ 

As. 15 „ „ d 

As. 8 „ „ 8 „ 


This is called an individual demand schedule. The schedule 
given above represents the Law of Demand and indicates clearly 
that with every fall in the price of ghee the quantity demanded 
increases and vice versa. 

The above schedule may be graphically represented by a 
curve, known as the Demand Curve. 

Representing along OX the quantity of ghee demanded and 
along OY the prices, it can be read from the diagram that if 
the price is Rs. 5 per seer only one seer of ghee is demanded, 
while if the price is Rs. 3 per seer two seers of ghee would be 
purchased, and if the price falls so low as eight annas per seci: 
he would demand eight seers of ghee. 

Systems of ' Demand 

An important fact about demand deserving our aticntio-i 
is that all people, to whichever section of the society they may 
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belong, demand things in groups. Man is a social being and Ins 
demands are determined partly by his own tastes and inclina- 
tions and partly by the standard of living of the society in 


Y 



The Demand Curve 


which he moves about. For instance, a college student’s 
demands for books, pencils, fountain-pen, ink, paper, a wrist 
watch, bicycle, a couple of suits and some neckties, etc., are 
all constituents of one massive group demand. Frof. Chap- 
man writes: "Quite strictly speaking, it is questionable whether 
there is such a thing as a detached demand for any article. . . . 
Individual things are almost, if not invariably, demanded as, 
parts of a systematic whole.” . 

He further adds that a person’s system of demand is only 
gradually built up; and it is only gradually modified. In its 
initial .form it is handed down to him by his parents, and t.his 
inheritance is supplemented, subtracted from, and remodelled, 
as an outcome of his education and experience and the social 
mflue.nces brought to bear upon him. 

Joint Beinaml. When two or more commodities arc 
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demanded simultaneously and the one cannot serve the purpose 
unless the other is secured, they are said to be in joint demand. 
In the demand for knives, there exists a joint demand for kiufc 
blades and knife handles. Similarly, there is a joint demand 
for bricks, brick-layers, clay, lime, cement, masons, labourers, 
wood, iron, etc., in the construction of a house or building. 
Again, there is a joint demand for carriage and horses," shoes 
and laces; milk and sugar; tennis racket and tennis balls; aerated 
water and ice and so forth. There is, however, no fixed ratio 
in which complementary goods are demanded nor any hard and 
fast rules can be laid down respecting a large number of com- 
modities which are in joint demand. For instance, there is a 
joint demand for lamps and chimneys but we cannot be definite 
of the ratio in wdiicli the}?- would be demanded. 

Composite Dcm-and. ''?7ben a commodity is demanded for 
two or more different uses, the demand for it is spoken as com- 
posite. There are many articles which can be used for more 
than one purpose. Milk is demanded for drinking, for making 
ghee, butter, curd, cheese and sweets. Coal is used for generat- 
ing steam, for heating and cooking purposes, etc. The com- 
posite demand for leather consists of different demands accruing 
from different classes of people. A composite deman, d is also 
used to denote the total demand for a commodity from its 
various uses. 

Increase in Demand 

An increase in demand for a particular commodity denotes 
(i) that a greater amount of a commodity is demanded at the 
sa^ne price as before, or (ii) that the same amount of commodity 
is demanded as before even at a higher price. This tendency 
applies equally to the demand of an individual as well as of a 
market. Suppose the average demand of a market for milit is 
50 maiinds per day at three annas per seer. If on a fe.sdva! 
clay a larger quantity, viz., more than 50 iiiaimds of milk is 
demanded at three annas per seer, or the usual quantity is pur- 
chased at four annas per seer, it will constitute an example of 
an increase in demand for milk on that particular day. This 
tendency may be graphically represented by the following 
■diagram. 
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Along OX is measured the: .'quantity of milk^ demandeds and 
along OY is represented the; price, ■' DD is the old demand 
curve, while tlie new demand curve is. represented by the dotted 
curve D'D", Tlie diagram illustrates the. increase- in demand 
by showing that OA qiumtity of milk. Is demanded at a higher 
price APh or that an increased quantity OB is demanded at 
the same price AP or BN. 



Diagram Showing Increase in Demand 

Elasticity of Demasid - 

iWliile studying the Law of Demand it was pointed out that 
demand for a commodity varies inversely with price, that is, 
the demand increases as the price falls and. diminishes as the 
price rises. Some variation is caused in the demand for a com- 
modity, by a fall or rise in its price. This sensitiveness or res- 
ponsheness of demand to changes in prices . is known as the 
ikntidty of demand. However, the variation in the quantity 
demanded in, response to a change in price is not equally dis- 
cemibie in all commodities.. The- demand for some commodi- 
ties increases or diminishes much more rapidly with a fall or 
rise ill their prices than others. ■ 

The demand for any commodity is said to be elastic when 
a given rise or fall in price brings about an appreciable fall or 
■ 6 ■ '■ ■ 
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rise in demand. If as a result of a fall in tlic price of Parker 
Vacimmatic Fountain-pen, a large number of students come for- 
ward Yvitb. tbeir demands, it may be said tliat tlie demand of the 
student community for this particular pen is elastic. 

On the contrary, the demand for any commodity is saiil 
to be inelastic when a considerable rise or fall in price brings 
only a slight fall or rise in demand. For instance if the demand 
of a particular consumer for wheat does not tend to increase or 
decrease appreciably with a fall or rise in its price, then his 
demand for wheat may be termed as inelastic. The demand 
for absolute necessaries is generally inelastic though perfect 
inelasticity for any commodity is seldom noticeable in practical 
life- 

Prof. Marshall has defined elasticity of demand thus; "The 
elasticity of demand in the market is great or small according 
as the amount demanded increases much or little for a given fail 
in price, and diminishes much or little for a given rise in price.” 
The elasticity of demand commonly varies v/ith the nature of 
the commodity and price. If the marginal utility of a com- 
modity is very high and if it falls rapidly as its stock increases 
then its demand will be more or less inelastic. The elasticity 
of demand varies directly with the price; it is great with high 
price and small with low price. 



The Elastic Demand Curve 
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Tlie notions of elastic- and- inelastic -demand may also be 
represented by tlie preceding and following . diagrams. 


In the preceding diagram the demand curve DD' repre- 
sents tile elastic demand for - a .conimoditv. ’W'liOii the price is 



The Inelastic Demand Curve 


OR the quantity demanded is measured by OA. , But owing 
to a slight fall in price OR to OS the quantity increases to OB, 
which is very great. 

In the other diagram, the demand curve DD' represents the 
inelastic demand for commodity. "When the price is 'PA or 
RO the quantity demanded is OA, But even when the price 
is considerably lowered to P'B or SO the quantity demanded 
shows only a slight increase measured by OB. As a general 
rule, it may be stated that the steeper . the nature of the demand 
curve of a commodity, the less elastic is likely to be the demand 
for it, . 

Vaiiatioiis in tlie Elasticity o£ 'Demand 

The elasticity of demand .varies with price. But the terms 
high or low price signify only., a. relative and not an absolute 
sense. The price which is relatively high to a poor man .or 
community may be scarcely felt by a rich man or comiminity 
as such; the rich man for instance may consume to his entire 
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satisfaction a commodity whose price is almost prohibitive to a 
poor jTiaiij and even if a substantial fail were likely to liappen 
in its prk’e llie lattwr would still find some difiiciilr}' hi aer idrin^, 
the desired units of it. So the elasticity of demand witlio’Jt a 
reference to the class of people whose demand for a particular 
commodity we are considering bears no meaiimg for practical 
purposca. Each particular class in a society has some rough 
standard regarding high, medium: and lew prices and, therefore, 
a 'price which is regarded, as high by ■ the poorer class may be 
regarded as medium by the middle , class and very low. by the 
rich class. The elasticity of demand for a commodity to one 
particular class of people is affected directly by the price. Prof. 
It4arshali has stated that elasticity of demand, within any class 
of society will be great for high prices, and great, or at least 
considerable, for medium prices; but it will decline as the price 
fails; and gradually fades away if the fall goes so far that 
satiety level is reached by the members of that class. Hence 
we may conclude that the elasticity of dcr.iaad due to chang.;-^ 
in. price varies for different commodities; and even for the satnc 
commodity it is different for the different classes in a society. 

A few useful propositions in respect of elasticity of demand 
are given below: — 

1. The dcmaitil for necessartes is usually inchstic, 'while 
for comforts and luxuries it is elastic: — ^The explanation of thi.s 1 

general tendency is to be found in the fact that the articles of ;/ 

necessity cannot be dispensed with as they must be obtained I" 

: more or less in the same- quantity for sustenance irrespective of ’ 
the. price charged 'while the articles of comforts and luxuries ; - 
. nan : be dispensed -with when their, prices are high sad can be 
purchased in larger- quantities at the time, of falling prices, 'h 
is remarked that in England the prices of salt, cheap rnecliciiies, 
many hinds of savours and flavours-, etc., are so low even 'to 
.the poorer classes- that. any fall in their price would hardly ir;- 
..■diice. a considerable rise- in the consumption of these. It show.'; 
that once when we have become accustomed to consume a siiifi- ; 

cieiit <[uantity cf a commodity at a given level of price any i 

further fall in its price level will not cause any appreciable rise i 

in our demand. But in poorer countries where even the abso- ' 

lute necessaries are wanting the demand for them is elastic. i 
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2. Infaicncc of variety of tises: — Generally speaking, a 
commodity has a more elastic demand if it is required for clitfer- 
ent uses. When its price rises it tends to be withdrawn from 
several uses, while when its price- falls the. commodity is again 
.applied to. the previous. uses. 

3. hrflucncc of snbstlkitesi — The more suitable a substi- 
tute is available for a particular commodity, the more clastic is 
likely to be the demand for it. - ^ If -the price of tea, for some: 
reason or other, shows a slight ' .tise ' 'and the price of coffee 
remains the same, many consumers of tea would begin to pur- 
chase coffee thus reducing considerably the amount c£ tea 
demanded. - Similarly, if at any time the - rates of electric -light 
increase, people will easily divert their demand to its substitutes 
siic.!i- as gas light or petroleum lamp. As salt has no satisfactory 
substitute, its; demand tends t-o be inelastic. 

■ 4. hrfliience of Aiijifs:-— Generally, the demand for those - 
commodities to the use of which people have been for long 
accustomed tends to be inelastic for they would buy more or 
less the same quantity in case the price rises, whereas the demand 
for those articles of wdiich the consumption has not become a 
matter of habit is elastic as a slight rise in price wmuld lead to 
a postpo,tiement of their purchases v/itliout experiencing any 
great inconvenience. The stronger the demand, the greater 
Vvmuld be the inelasticity of demand. 

5. InfUience of prices'.- — When, prices are very high or 
very low the demand is generally less elastic. The demand for 
rare -wines, costly diamonds and pearls, expensive motor-cars 
and dresses, costly services of renowned doctors and barristers 
is specially confined to the people of the rich class, and even if 
a considerable fall were to happen -in their prices it v/oiild hardly 
induce t,be people of middle and poor classes to come with their 
demands and thus constitute no appreciable difference in the 
quantity demanded. Therefore at very high prices the demand 
of the poor classes tends to be inelastic. .Again, if the price of 
a commodity is ver-y low so that it- is within the easy reach of 
the most poor the demand for it is less elastic because a fall or 
increase in its price will not constitute any marked difference in 
the quantity demanded. Hence it follov/s that demand is more 
elastic at- middling prices. 
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6, lirfi.uc-nce of distribuUon of wealth i — -Iii general., t.he 
more equal the distribution of wealth within a coniniunity, 
the more clastic is likely to be the demand for nio.st conimodi- 
ties, whereas if ■ there is an inequality of distribution and the 
'■wealth of the community' manages to fall in the hands of the 
fortunate few the demand for most commodities tends ’to be- 
come inelastic. Taussig has stated thus: "In general, elast-icity 
of demand is increased by an equ.al distribution of trealfii, 
Tftdtiie an iineq'ual distribution leads to incia.stic.ity i.n demand.” 

Meaning; of Supply 

Like 'demand/ the term ‘supply’ is used in a very restricted 
sense in Economics. In the term ‘supply’ V7e do not include the 
entire stock that is present in the market of a particular com- 
modity at a particular time. Only that much portion of the 
stock is treated as the supply which the sellers are prepared to 
o&r for sale at the prevailing price. To quote Penson: "The 
stock is the quantity of goods that could be sold, the supply is 
the quantity that would be sold at a given price.” It is the 
quantity of a commodity that is offered for sale at a certain 
price at any given time. Like demand, supply is also affected 
by price, though in the opposite direction. More quantities of 
the same commodity are put for sale in the market when the 
price is high because a high price enables even those producers 
to sell -^vhose cost of production is a little too high. There is 
no such thing, therefore, as supply apart from price. 

Law of S-epply 

Other t,hings being equal, if the price rises then the quan- 
tity offe.red for sale tend to increase and if the price decreases 
the supply vdil tend to decrease. For producing the same 
commodity, say motor-cars, different manufacturers have their 
difrerent costs of production. A price which would yield pro-fit 
to one may result in a io.ss to another. “When the price is Iiig.h5 
even the inferior producers can sell, hut a low price forces them 
to be out of the market altogether. Thus the qua.ntit.y supplied 
is affected, by the changes in prices. 
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Tlie Sapply Sdiedmle ■ ■ . 

A supply schedule is a list of the different amounts o£ a 
commodity which, the sellers are willing to sell at each possible 
price in a particular market and at any given time. A supply 
schedule can be either of an individual or -of a market. If there 
is a list showing the different quantities of a commodity that 
are supplied by a certain producer at different prices under given 
conditions, we have what is called an individuaFs supply sche- 
dule; but if the list in question refers to the different quantities 
of a commodity that will be forthcoming in a market at different 
prices, such a table is the supply schedule of a market. 

For example, suppose under certain given conditions of 
production, the following quantities of 'ghee’ are supplied at 
various prices: 

Rs. a. p. Mds. 

If the price were 10 0 per sr. the supply of 'ghee’ would be 50 
„ 18 0 „ „ „ „ 75 

2 0 0 „ „ „ „ 125 

2 8 0 „ „ » 200 

3 0 0 „ „ „ „ 250 

The schedule given above represents the law of supply and 
indicates clearly that with every rise in the price of 'ghee’ the 
quantity supplied increases and vice versa. This schedule may 
be graphically represented by a curve known as the Supply 
Curve.^ 

Representing along OX the quantity of 'ghee’ supplied and 
along OY the prices, it is apparent from the diagram that when 
the price is rising the quantity supplied is going on increasing. 

Uses of Deriiand and Supply Schedules 

The services rendered by these schedules to a student of 
Economics as well as to a layman are multifarious. 

1. Economic principles and ideas can be grasped much 
more easily with the help of these schedules than otherwise, 
for instance, how clear-cut the laws of demand and supply 
become when they are illustrated by means of schedules. 

2, These schedules explain the behaviour of the purchasers 
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and sellers wlien the changes in the market price take place. 

3. The -understanding of the. intricate problems of the 
elasticity of demand and supply wdnld have been a very difficult 
task but for these schedules. 



4. The employment of these schedules brings in that 
much-sought-for mathematical exactitude and accuracy of ideas 
in matters economic and, consequently, help in the scientific 
advancement of this rather inexact science of Economics. 



CHAPTER VII 


ECONOMICS OF SPENDING AND SAVING 

' It is already explained that satisfaction- of onr v/ants comes , . 
through wealth wlik^ our: .productive- .efforts. In 

many cases people satisfy a ce.rtaia number of their v/ants by 
their own direct effort without the intervention of money 
income, more so in rural parts where villagers raise their own 
food crops, fruits and vegetables, bake their own bread, wash 
their clothes and supply many other needs directly owing to 
the plenty of time, space and opportunity at their disposa.1. 
However in the present age of money economy owing to im- 
proved means of transport and communication and a greater 
specialisation of functions the villagers too, like citizens, have 
become increasingly dependent for the satisfaction of their 
wants upon others as they have to part, with some portion of 
their income for the services rendered by others. Hence, it 
has become a usual practice to regard the satisfaction of wants 
as coming through income and as being dependent on the process 
known as spending. 

Wliat Spending Denotes? ; ■ 

The idea of spend:ing in modern times is veiy closely related 
to 'shops and. shopping.’ In villages petty, shopkeepers retail 
goods in smaller quantities in small thatched ■ huts wherefrom 
the villagers make their convenient purchases. In larger cities 
where population is comparatively rich the stocks are large and. 
varied; the display of fancy and attractive wares- manufactured 
in far and wide countries greatly- stimulate- ' the -demand of 
different customers. The villagers .also find it imicli convenient 
to make their purchases from- these busy - centres. -New wants 
spring up whenever they happen to come down to cities and 
notice therein goods exposed for sale. For them, too, shopping 
has now become the principal means of supplying their wants. 
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Tiuls tlie satisfaction of most of our wants comes throiigli the 
spending of income. 

A Historical Swirvey of Spesiding 

An account of the methods of spending prevalent in earlier 
periods of human history as weii as in modern times will not be 
out of place. ■^7ith the exception of a few big cities and towns 
where master craftsmen maintained their shops for disposing 
of their articles, there were no suitable facilities in by-gone days 
of shopping in rural areas for the villagers. A villager formerly 
could get opportunities of shopping at frequent intervals when- 
ever any pedlar or hawker happened to visit his village. He may 
also be noticed at the present time in big cities and towns hawk- 
ing his different articles for sale from one street to another 
accompanied by loud none the less attractive shoutings, and his 
frequent visits with his wares are still valued especially to the 
villages which are distantly situated from towns and cities and 
not connected with any system of roads or railways. 

Weekly or bi-weekly markets, otherwise known as painth 
in Hindustani language, is another source of shopping to 
the village people. A particular day for a particular locality 
is fixed when buyers and sellers meet together and make their 
required purchases. The craftsmen produce for the whole of 
the week and on the weekly day their goods are brought for sale. 
Such pct'mtbs are still a common feature of Indian country towns 
where exchange transactions in goods lilce cereals, ghee, yam, 
hides, country-made shoes, etc., are carried on on a fairly large 
scale. 

Again, shopping opportunities are afforded to the villagers 
and towns people alike by the celebration of fairs or imlas in 
various parts of the country at stated periods of the year. 
Some of these fairs are attended by a large number of buyers 
and sellers and bargains are struck according to the conditions 
of demand and supply. 

E:diib:itions generally organised by district authorities or 
such other public bodies are a modern phenomena and provide 
a good opportunity of shopping. At such occasions specimens 
of diftereiit articles of artistic designs produced by the most 
mgenioiis artisans are brought for sale. Such exhibitions not 
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only serve as an advertisement to tlie consumers but also en- 
!,:oitrage tlie production of goods of finer quality by enliglit- 
eniiig tile ideas of craftsmen. But in modern times owing to 
tbe localisation of markets in big cities and large towns and of 
petty shops in villages, the pedlars, weekly markets, fairs and 
exhibitions have lost their importance, but in our country these 
agencies still provide a chief and convenient means of shopping 
to the consumers. 

Genera! Principles o£ Spending ■ 

The description given above is a brief historical account 
of the way in which people have tried to seek opportunities to 
spend their money income in satisfying their wants. Let us 
now discuss the general principles which seem to underlie the 
spending of income. The amount of satisfaction actually ob- 
tained through the spending of income depends for the most 
part on two things; (1) the method of spending, and (2) the 
prices of goods and services that we purchase for consumption. 

(1) Method of spending — 'We deal, first, with the question 
of method. Everyone as a consumer tends to secure from his 
expenditure or consumption the greatest surplus of utility over 
cost. Penson remarks that some people are gifted with a pecu- 
liar skill in making their money go a long way, and he enume- 
rates the following five principles in order to prove differences 
in satisfactions with different people. 

(i) Some persons have the knack of finding out the exact 
thing which will satisfy their want. They are not carried away 
by the fashion of the time or the external appearance of things 
and remain quite safe from the pressure put upon them by a 
keen and persuasive salesman or the extremely low prices olfered 
to them for certain articles. 

{it) They are good judges of quality. Two kinds of mate- 
rial may to the uushilied eye look equally good ■whilst in actuality 
the more attractive looking may in reality be of inferior quality 
and wear out more quickly. 

(in) They seem to , know where things are to be had best 
and cheapest and are willing to take the trouble and incur extra 
time in going to such places.' . ■ 

(if/) They may be what is called ‘'good hands at a bargain,” 
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and in that way obtain some advantage in the shape o£ reduced 
prices, etc., for the commodity in question. Though in orga- 
'iiisecl markets ‘higgling’ has become a thing o£ the past and. 
fixed prices have begun to be quoted by the salcsmeti realising 
the unnecessary v/aste of time and energy, yet in India 'higgling- 
and bargaining’ is still a chief characteristic of markets because 
large differences are sometimes found bc-tv/een the p,riccs dc- 
maiided and those finally accepted. ■ At such places these 'good 
hands at a bargain’ get the desired thing at a lower price than 
that at Y/liich other less ignorant persons are found purchasing. 

(v) Again, some persons are able to make sound compari- 
sons laetween the claims of various competing v/aiits both pre~ 
se.nt and future. By making a comparison between different 
wants they try to distribute their income among the dihvrent 
ite.ms of expenditure in such a v/ay as to obtain the same m:u*ginal 
utility in each case. 

(2) Pr/ecs of goods and Services — To deal with the second 
‘factor, viz., the prices of goods and services, the satisfacritw. 
which a man derives out of a certain amount of income depends 
also upon the prices of goods and services he pays for them. If 
the pi'ices of goods and services are high, the income will buy 
jess of articles and, therefore, the satisfaction will be much 
smaller than when prices are low and, therefore, more goods can 
be purchased with the same income with a consequent greater 
satisfaction to the consumer. It is good to point out the dis- 
tinction between the 'variation in the price of a particular 
article and variation in prices in general’ The rise in. the price 
of a particitlar commodity does not materially a-fi*eci: our satis- 
faction unless it covers a major portion of our expenditure, 
whereas a rise in general price level will bring real decrease In 
our satisfaction if the corresponding increase in Income has not 
taken place. Hence, it is the general level of prices that com- 
monly indicates the amount of satisfaction which -will be ob- 
tained by one at the time of spending his income in piirch.aring, 
a certain quantity and quality of goods and services for Ifir. 
requirements. "If the price level is low, it is evident th-at tlie 
income v/ill suffice for many more purchases, will bring a g;reat 
amount of satisfaction. But if the price level is high fewer 
things can be bought, and less satisfaction can be obtained. The 
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relation between the price level and the . purchases that can. be 
made with a certain anioimt of money very much resembles the 
action of a see-saw, prices being at one end and the purchasers at 
the other. Wliea one end is clov/n the other is up, znd. vice 
versa.^^ 

Relation of Saviiig to. Spending' 

Having briefly discussed'; the nature of ■ spending, Its his- 
torical background, the 'general' principles, that underlie the: 
spending side and the way- in which-: rnax.imimi satisfaction can: 
he secured by the consumers, let us now deal with the nature 
of saving and its relation to spending. The main object of 
income derived from economic activities is to satisfy one’s wants 
through, spending but the v/liole of the inconie is not at once 
spent in satisfying personal wants. A part of the income is 
spent on social, religious and other charitable purposes .which 
are incumbent upon persons living in a corporate society; while 
some of its portion goes to the coffers of the State in the form 
of taxes v/liich are also essential for the maintenance of peace 
and order against foreign, aggressions and the promotion of 
social well-being inside the country. Personal expenditure is 
also of two kinds: (i) present and (ii) future. The former is 
called spending .in which immediate satisfaction of our wants is 
obtained, the latter is called saving by which a man puts aside 
a certain portion of his wealth for his future wants. Thus 
spending signihes that portion of the income which is directly 
consumed in the satisfaction of mimedkte wants. 

The process of saving begins when, the consumer stops pre- 
sent expenditii.re and begins- to secure a greater surplus of utility 
from the saved wealth by applying it for future satisfactions. 
But saving should not be mistaken for lioarcling. Mere burying 
money in the la'yers of the earth either .to derive pleasure from 
its possessioii or to use it in times of need is not saving. Saving 
ill the economic sense implies the presence of tv^o essential 
conditions, via., (i) postponement of present consimiption of 
goods, and (ii) turning of wealth into capital by deliberately 
putting it to productive purposes. Savings are turned into 
capital through various methods. We may. employ the • saved 
wealth for further production of wealth, or we may put our 
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savings to tlic direcdon o£ otlicr experts wlio arc mcnrc capable 
for producing wealth, or we may deposit our savings in banks 
wliicli ill trim invest them in some promising eoi:ci:pfisc!S. 

For a clear midcrstanding of what we have said alKU'e f.he 
following diagram sfionk! be read .iiitclligcutly. 

IllCOIllH 

■ I'- 

. .IS sptiri: in 

Personal, objects Social ohjVcts 


Immediate wants Fii!»n*e wauls 

(Spe.ndmg) (S.i\dn;>.) 


Volunlaty pajnnents Compidsoiy jnymenis 

(Cbifity) ('(’uKiuion) 

How income, i.s spent 

The motives leading persons to save arc the sense of dwt) 
toward.s one's (,lepo,ndeiits, the future vagueness ever-haimtiiig 
in the shape of illness, trade depression, unemploymient or emer- 
gencies, etc., and the .idea of making provisions for ihi; ofdi age 
when bodily organs cease to function properly and conaiuvunion, 
remains the. side purpose of existence. The rate. cjf inier.’st: ?; 
also o.ne of the powerful factors inasmuch as it dctcrnifne,.- to 
a great extent the amount of saving a man make;-:, Orthiririly 
a higher rate of interest will induce people more to .sirv'C .('or it 
will bring an increased income for a fuller life in du* fa lure. 
Although tve have divided spending and saving ixiie* 
separate compartments, yet if a.nalyscd critically it v/oitid scent 
that they have one thing in common. As Penson states; "1V-. 
both cases wealth is given in exchange for certain gcar-cls ami 
services, but the difference is that the goods and seryice.s arc 
not put to the same use. In the case of spending,, the ryvods and 
services arc applied directly to the satisfaction of want?;; in the 
case of saving, the goods and services are applied to the prndiu,'.. 
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tioii of other wealtli, and so' they bring- sa^sf action o£ wants- 

indirectly instead of directly Spending and saving arc 

both essential features of ^ our everyday economic life. "Wcaith 
is ojiJy procliiceci because there- is- the desire to consume it but 
since capital, the result of saving, is one of the necessary factors 
of prockiction, v/ealtii must- not only be prodiiced for present 
cotisumption, it must be produced also for consumption at a 
ftitiire date.” Gide writes that- spending and saving, are- one 
and the same thing inasmuch as saving also leads to consiimp- 
tion — to spending. Money that is saved is always ultimately 
spent for some -purpose. Only instead of being spent by its 
owner, it is, perhaps, spent by those who received it from him 
as borrowers, as labourers, or as sellers of goods. What does 
it matter, from the standpoint of social production whether 
money be spent by me or by another person? 

Spending versus saving — ^Tlie controversy regarding the 
merits and demerits of saving and spending requires a few ,o-h- 
.Servations a.nd explanations. Some writers advocate spending 
agaiiist saving and prove that spending of incomes is the best 
way to benefit tlie society at large, while the opposite school of 
thought denies the truth of the argument and regards saving 
as the best means for the social well-being of the community. 
Those who advocate spending maintain that a free spending 
even though it may involve some wastefulness promotes busi- 
ness, trade and industry thereby increasing the income and 
profits of labourers, merchants and producers. It is for this 
reason that misex’s liavo been ridiculed as pests of society. But 
this is totally an ciToncous view. The production, of comnio- 
ditic.s’, w.liicli can only take place with the help of capital wJ’ii 
sillier enormously because after a short time in the absence of 
saving a shortage of capital will be felt as a result of which the 
indiif.triai progress will be handicapped and prices will tend to 
vhe the interests of consumers adversely. It i,s not a 

sound cconc)mlc policy to spend all and save nothing. On the 
contrary, if according to- the protagonists of saving all v/ere to 
save and invest their money in industrial enterprises for turning 
out iJirierent sorts of commodities for the people, the question 
arises who will purchase the increased output when the strictest 
economy is observed in consumption. The demand will fall 
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iiiiicli sliori: of the total output and the whole markei' will be 
glutted v/jtii useless articles with the consequence that 'the 
coiuitryV. resources will run to waste causing a ojmpleie t:co~ 
noiiiic deadlock. So this view is cquallf misk’.KiiiSp; au,,c:| ab'surd. 
'ilic trudij ill realityj lies between the two e-V-trciue vicv/?;. l»o!i? 
ai'c !-'''es?ay -or economic wch-bcio;*, and p.-osperii » ; m iL .la* 
berw'cen pajduction aw! con- mnpuou, beiw -rn pr ! - n , 

fr.cam' is. pccessir/ in oitSu»* lu seemv ilia masiiojnui c'fs *Vte y 
for (?sich, Spetitliog is die rnoss: imporiimt os; all c«.:r»nmTis.c 
opcx '''he miliii/ of S4\iiig f/om iJ c s'k* ^ ni * u’*> »otu*w 

standpoints is also very important and no pfogrcssi\fe jrnitni can 
aflhrc! to sieglect It inasimicli as it tends to put capital ai: our 
disposal for further prodixction of wealtfi. Under normal con- 
ditions the rate of interest adjusts the balance between !>:ivir.g and 
,s|:H!mji.ng. 

The Sochi Side of Speitclfiig 

Having discussed spcnulng. Irimj rne purely ccinuMsdc ;U ’I 
imliviclual point of view let us now proceed to cxiunioc ihe 
social side of spending, that is lo say, liow' the welfare of ibe 
society is affected wheji an intlividual attemysts tu spend has 
income for ilic saia’sfaction of his own wants. From the eco- 
nomic poim; of view an individual seeks to secure maximum of 
gratification out of a given amount of income ordinarily un- 
mindful m the effects which his spending will exercise on the 
well-being of others. Also from the. individual point of view 
no spending can be a waste miie.ss there is a misc:dci!’:ri kiu 
because he pays, as we have learnt elsewhere, for an arliclo tr Jy 
apto the margin at which satisfaction cqnalj price aud I .'v.hu', 
that he discontinues purchasing. But from the sccial point of 
view such a kind of expenditure in whkli the i?di\khi,>1 has 
derived the maximum satisfaction from .his incomt-i uitay not !v 
in the best interests of society and, on the amtniry, may 
prove injurious to the general interests of society. Man 
is a social creature; his actions affect others as well as bimKclf, 
ant! this is why individual liberties in spending are hemmed lu 
with certain state laws and regulations where persona! ncsifrii-: 
are considered to be pernicious to the general iiitcrest.s of 
society. 
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Si'a/c hiferfcrciice in spending — ^Voluntary as well as com- 
pulsory spending of individuals affects society to a great extent. 
Onr consumption decides die nature of production in tlic 
country, oor cliarltics as well as the taxes we pay affect the well- 
being of ific society, therefore, society has a right to control 
our c’or.sumpiion, and extreme views are held regarding the 
extent to which the State should control the expenditure of an 
incli'viduaL Other peopilc maintain that as consumption is not 
a matter of any rule or regulation, the State should not interfere 
in our consumption. It depends xixion our taste, custom, 
standard of living, and various other factors; the society cannot 
dictate that people should consume this thing and abstain from 
that thing. But the more moderate opinion and, possibly right 
too, is that individuals should be allowed to enjoy as much of 
freedom as possible in their methods of expenditure or con- 
sumption, but in those instances where any form of expenditure 
is distinctly injurious to the iiidividiiai consumer or to other 
members of society the sale of such things should be controlled 
or regulated by the State. 

In. every country of note legislative measures in some form 
or the other have been enacted by w.ay of regulating the sale 
and consumption of certain harmful commodities in order to 
achieve the best interests of society. For example, certain 
restrictions are placed on the sale of poisons and alcoholic 
drinks. Only licensed salesmen in particular places and at 
particular hours of the day can sell these intoxicating liq uors 
and drugs. The sale of poisonous drugs like opium, cocaine, 
etc., is totally prohibited to children. .Again, definite quanti- 
ties have been also fixed by State regulations beyond which a 
licc.nsed seller is not authorised to sell his licensed articles. All 
these precautionary measures have been taken by Government 
Ijccausc an irarestricted sale of such injurious articles generally 
leads to a great deal of drunkenness resulting in poverty, .in- 
cAicicncy, misery, crime and social degradation. 

Be.sides these restrictions on injurious drxigs and alcoholic 
drinks, the state also protects the interests of consumers against 
the adultcraiion of goods particularly of the food articles such 
as m.tlk, ghee, sweets, etc., essential for the bodily development, 
and the adulteration of which with some inferior or stale quality 

7 .. ■ 



n 


r'lRST APPROACH TO ECONOMICS 


of aih's’lc's’ Ic-icis to .scriou'i consequences. f’ooJ lo.spcrirt's 
public iiiuilysts nrc appointed to Im^e a watch on tlic rerjuircci 
qsiulity oi' articles and instances arc not lacking wlicrc iviVosi-Jcrs 
arc given exemplary piinishincnts for their uni air ricaliig!,,':. 
Hence, iii the better interests of the society, these rest rictiom; 
levvc been rigliily imposed. 

SpcBclin.-g am! tlie Frocluicers 

The haiiis of our procluctis''C activities lies tit ep Itekln.i iU 
our dciTiaucls meaning thereby that: oirc dcmaiHl io'** a par; icul-ir 
article or service tends to stimulate its production,, 'I Hus si'cnd- 
ixig gives direction to the production of a cummodny m a 
country. For this rece:on alone our speaduyg simadd f^e a 
wise one and. our economic policy should always i.e to civadoy 
our capital and labour in Industries whirl) are oi g'-e uer social 
advantage in preference to those wlu’ch ju'oduce gnctls giving; 
onl}^ a passing sati^ 5 factiou oi* satisfying sorr.e wliimsira! tir I-.*:-- 
useful demand of the people. If people get into tiu' hai>}r of- 
wine drinking the inevitable result w<uiid be that capifal end 
labour of the community whicli could have been more prahvinly 
employ'-cd in industries of greater social advantage will tie 
diverted to the nianniacture of intoxicating liquors wivli the 
consequences that besides the deteriorating elTecls on the health 
of the consumers, ii; will also alTect adversely the interests of 
other menibcns of society in a variety of way,s. 1 lence, the 
drainage of pfoductive .forces from useful channcl'i lo k'-.;; useful 
ones is conclcm.nab]c both from social and ccor.ondc r-rini'; of 
view. 

Spending of one class of con.sumers a {/ecus sliwU' <h‘ 
other classes of consumers. Tlic luxurious CApeinfi; uo’ of :< k-xe 
per,soiis may affect the supply of ncc<*ssarics of tite r<"n die 
community for in its absence all the lalxrur and ce.jdki! whl.-h 
are itow cxjXMKk'd on the ]>roduction of lu>a?ries w<udd have 
been devoted to the production of necessaries (if life. Su...;h 
extravagant demands in general tend to produce ilxe total Vv'*'ll':,-e 
of society. 

Spending and Idlers ■. 

Just as a particular set of consumers due to their whimsical 
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cicmrrac! for fleeting enjoyments brings about a reduction in tlic 
genera! WJ'lfarc cf the community simiiariy the presence of a 
c1:i.s3 of iillcrs in a commtmity brings about a reduction in the 
•ov.-ai naii(tnii} •,vcailh and thus damages the ccon.onric welfare 
sf ih;* camniunily. The idlers arc spoken of as parasites and a 
drain on the wealth of the community as they only consome 
and d.o tu>t rdd in augmenting the total stock of national wealth. 
INo dofihi'j many fortunate persons after inheriting large riches 
from rireir ancestors pass a life of ease and luxury without 
nutting in any additional work for the increase of national 
dividend, but their case may be defended to a certain degree on 
the score that they are now enjoying tlic fruits of their (ances- 
tor’s) past laheur. But on what moral, social or economic 
grounds can we defend the case of those able-bodied idlers who 
arc neitlurr rich nor have inherited any property of their own 
consume the wealth of the society without adding one iota to 
the wealth of tlic commimit'y. This is one of the very common 
crifici'^-ans levelled against the institution of beggary in India 
where huge crowds of sturdy mendicants and habitual idlers 
in the ga-'b of true SYr/ryr/ris' prosper like drones on the wealth 
produced by the industrious members of the country. The 
able-bodied professional beggars could easily support themselves 
by work if they chose to do so. It must also be admitted at 
the same time that our thoughtless arid promiscuous habit of 
giving charity, otherwise known as alms giving, to these villain- 
o!Ss mendicants wliose corruption is no secret encourages their 
idleness, inactivity and vagrancy as they find it rmicli more easy 
and comfortable to live by begging than by working with their 
own hands. The problem is a grave social problem as to some 
casres hiv?ging and living in this world v/ith all the paraplicrnalia 
of family enjoyments and luxuries, without working and de- 
pending upon the frugal charities of others, appears as a heredi- 
t'iiy privilege. Thus the- total amount of national wealth is 
rediici.xl and over and above that a tremendous amount of wealth 
can be pi'oduccd and utilised for increasing industrial activities 
of the coinirry if they are only made and taught to do work. 
By this Y/e do not mean that charity should altogether stop. 
Paupers who cannot work for a living, helpless widows and 
orphans, the Mind and the cripple must all be supported by 
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tile ' community as it should, be our bomidcn duty to help tlic 
siifl-eriiig Iiiiiiiaiiity. Only the truly deserving should i'cct.'ive 
onr greatest consicleradoiis and the mendicancy should I'tc till- 
coiinigec! at all costs in order to increase the productivity id' ilie 
nation and the economic welfare of the country. 

Tlie Frofaleiii of Liix'ttries 

i’he subjeci of luriury is a bit complicated one as lin' views 
etcpresseci by economists regarding it are sometimes dian^etricaWy 
opposite. In fact much of the controversy has been due to a 
lack of a proper handling of the subject and owing to tlie vari- 
able nature oL' the defniitlon itself. Some peoj^ic justify the 
consumption of luxuries while others arc equally emphatic In 
their condemnation. Let us attemjit to arrive at a correct defi- 
nition in order to have a pro]>er knowledge of the subjcx't and 
to avoid all po.s.siblc entanglements? 

Luxuries arc tliose coimnodlties vvlisch are not indispensable 
to life or industrial dficiency; they mean the gratification of a 
supcriluous want. But; they arc not condemnablc on that score, 

for, as Voltaire said, the sujX'rlliiou.s is also very ncccssa'-y. 

Luxuries can be advocated proviiled they tend to raise the 
standard of life by srimularirig consumption and productifsn, 
and, as one learned economist remarks, Sve may properly wish 
that everybody, even the poorest people., might have a little of 
the superlliiO’js, and consequently a luxurty’ It is also an ad- 
mitted fact that the present .stage of civilisation couUl nor ’iiave 
been achieved w.i.thout the multiplication of new wants which 
have, been always at first regarded as supcrfliu)u,s aiui h.oncc 
luxurious. With the ativance of civilisation and tlic clieapeniug 
of the commodities in consequence of the marvelfijus imi'c'ovc- 
.ments in the means of production, the luxuries of yc.sitrdav nrc 
fastly becoming the necessaries of today. And Itad wc hU". - 
prcs.sed all our desires for luxuries in pursuance of the 
of all those who condemn luxuries, we would have clo-.oj rise 
very doors of economic progress and should have wa-ulercu' loduy 
also like the brute savages in the remotest periods of .hison-y. 
Keeping in view these beneficial effects accruing froxn iisxuriw, 
their wholesale condemnation is not justifiable 
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L CooJ pohits (tboiif htxmies. 

(tf) The desire for luxuries is a mark of progress and at 
saruo o'mo a Htiniulus to invention and to productive im- 
jv'tsvejvicnt.s., Many people put fortli tlicir best effort only 
becauie they want to indulge in luxuries. In the absence of 
any desire to consume luxuries much of the ceaseless economic 
aciiviiy and enterprise that we notice all around us would be 
critjsp!c.iit>us I'jy its absence. It is due to this fire of ambition 
that man takes all sorts of enterprises with the expectation that 
he will enjoy a fuller life having a complete command over the 
most expensive luxuries of life. Mlany economists point out 
that the existence of luxuries in a community is an indication 
of a progressive state of society. 

(l>) Expenditure on luxuries leads to a transference of 
wealth from the rich to the poor who can make a better use of 
it by satisfying their more urgent wants. 

(c) The beneficial elfcet of luxuries can be noticed in other 
directions as well They arc regarded as a very sound and 
ri'asonnldo check against any increase in population beyond the 
limit of subsistence because in the vei-y nature of things people 
resorting to iIk' use of luxuries will form a comparatively high 
standard of comfort below which they would not like to live, 
and would, tlicrefore at all costs tend to maintain the same 
standard of romfott even refusing marriage, and if tlaclr finan- 
cial conditions permit marriage they will refuse to have many 
children if tlicy in airy way seem to make encroachments upon 
their standard, of life. It needs no comment that in ncor 
families in the absence of any hxed standard of lii:e, clrndren arc 
ushered Into this world indiscriminately without having any 
provision for their livelihood v/itli tlic result that they— -iii- 
iioiirished, ill-clothed like their parents— also- stifl'cr from iiielus- 
trial ineilicicncy making the situation still cumulative.- 

(d) A sort of provision against a national disaster is cons- 
iitcfed by liuxury in the form of costly ornaments, etc. ; The 
possrssion of articles of Ituatry is a great sccurit}/’ to tide over 
any critical period. 

(f) To rhe extent that the production of things of luxury 
stirmiLucs high grade and artistic labour there is a social value 
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for tliiit kind of luxury but many of the wants for- luxuries are 
quite debased and, therefore,. injurious to the iiite,rests of society. 
2 Luxuries irhich are socially coiidemuablc and nnjusiihddc, 

Liisury is con-demnable only when it results in wasteful-- 
i'ioss, it endangers the productive forces of ilie wcaidi-- 

procliiciiig members of the community and when the satisfaction 
obta-iiied by its consumption is seriously disproportionate to the; 
sccial labour consumed. Prof. Gide has dealt with this con- 
ception so critically that no apology is required to quote it 
in extenso. He writes: "From the point of view of society, 
the sole criterion of wastefulness is not the amount of money 
spent hut the quantify of wealth or labour consumed m the 
satisfaction of a given want. It must always be borne in mind 
that the sum total of eidsting wealth is insufficient to satisfy 
even the elementary wants of the greater part of mankind, 
and that the productive forces which provide and increase our 
stock of wealth, — land, labour and capital, — are all limited in 
quantity. All this is a problem of proportion. Unjustifiable 
luxury or prodigality consists in a disproportion between the 
amount of social labour consumed, and the degree of inclividiual 
satisfaction obtained.” 

(a) The economic ideal should be necessaries for all before 
luxuries for any.; luxury becomes a very great evil if the rich 
spend a large v/ealth in wasteful luxuries when a large nr.inber 
of persons goe.s ill-bred, ill-clothed and ill-housed. In India 
the luxury of this type is largely prevalent v/lierc the mani- 
festations of the inequality of incomes are far more pronounced 
than elsewhere in the world. AVhen millionaires red] in VA-iste^ul 
luxuries while the industrious wcaltli-producing members sib'fir-’ 
tro-n the lack of a proper nourishment bordering ahvmst on 
actual starvation, surely this is an cyil of the greatest magniuiue 
for in the long run it is too dctrimenual to the productive forces 
of a nation. Jr is pointed out that in the prosperity oi ;he 
working classes lies the prosperity of the rich; if the standard 
of comfort of the work-people upon whose labours depend riucir 
luxurious modes of life shows any fall for lack of good ,riOuri;ffi- 
rnent, proper clothing or healthful homes, the co.n sequences to 
the rich will no more be sahitcary. 
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{b) Tlie evil effects of luxuries are all tlie more condemn- 
abic wlien the poor indulge in luxuries. The large sums which 
the poor people spent daily for drink are not at all jv'stifiablc 
from the social, economic or moral point of view. Nothing 
to speak of the poor workpeople possessing slender purses, fami- 
lies once prosperous and flourishing have been stamped out 
beyond any hope of regeneration on account of the cankerous 
habit of wine-drinking. "Drunkenness,” writes Prof. Gide, “is 
a tei'ribie form of luxury, more ruinous than any other, at least 
for the poorer classes of society— -most other luxuries being 
inaccessible to them.” 

{c) The popular belief that luxuries give employment to 
labour, that extravagant expenditure on capricious luxuries is 
“good for trade” is quite erroneous and misleading. It is true 
that luxuries may give certain business a stimulus. But it 
remains to be seen whether or not the expenditure in the manu- 
facture of luxuries has been rightly incurred and is in the' best 
interests of society. Indeed the demand for luxuries creates a 
demand for work hut it must be noted that the consumers of 
luxuries are making use of labour and capital which could have 
been invested in several industries manufacturing goods required 
by the conimunity for the satisfaction of their most intense 
wants, and in which more workers could be , employed than the 
workers who arc engaged in producing the articles of luxury. 
So there would be an equal employment if the money were 
expended in some other industries giving more useful employ- 
ment hy the production of much more useful commodities from 
the point of view of society. 

3. Arc Woyks of Arts Luxuries? 

Opinions are divided and some economists prefer to classify 
the works of art under luxuries. But in the light of our defi- 
nition we have quoted in one of the preceding pages, it should 
be noticed that genuine art does not require efforts and sacri- 
fices disproportionate to, the pleasure derived by the community 
at large, as a few days labour of the artist is sufficient to provide 
exquisite enjoyment that may be repeated throughout sucCv.Nd- 
ing generations of mankind. Therefore, art is a justifiable luxury. 
R.are and beautiful works of art such as Raphaels paintings, 
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tlie frescoes of Ajanta, or an exquisite work of architecture like 
the Taj Maliai always produce good effects, and the satisfaction 
obtained is much greater than the social labour consumed in 
their production. 

What is Waste? 

We have discussed so far about the social side of spending 
and pointed out therein that individual spending sometimes 
results in wasteful consumption if considered from the point of 
view of society; let ns now prepare ourselves to understand the 
economic significance of the term ‘waste.’ By waste we mean 
spending money v^^ithout a corresponding amount of satisfac- 
tion in return or making eiforts which do not bring a corres- 
ponding return in satisfaction. 

Luxurious expenditure such as in marriage festivities when 
large sums of money are spent away in the display of grand 
banquets and fire-works, etc., is a sheer waste from, the social 
point of view as the fleeting enjoyment involves a very dispro- 
portionate expenditure of labour and capital, though from the 
individual standpoint it is not a waste for the satisfaction is 
proportional to sacrifice involved. The amount of labour and 
capital now expended on a fleeting enjoyment might have been 
applied to more permanent uses so as to secure the maximum 
advantage to society. 

From the point of an individual, different examples can be 
taken as illustrations of waste, e.g., when milk is spilt by mistake 
or fruits go rot and become uneatable or other articles of 
consumption do not yield full satisfaction to the consumer in 
proportion to the efforts undergone for their acquisition. 

In a similar manner, destruction of wealth, Vi^'liether acci- 
dental or intentional and which brings with it no satisfaction 
at all, is always an instance of waste. The replacement of the 
de.stroyed or spoilt wealth does not give additional satisfaction. 
Supposing, if houses are destroyed as a result of fire or an earth- 
quake some ignorant people may derive consoiatio.n o.n the 
ground that this breakage or wastage will furnish masons, car- 
penters, blacksmiths and other persons connected with the braid- 
ing trade with extra work, thereby, quickening the industrial 
activity; but this is totally an erroneous idea if considered from 
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the general interests of the society for the money that is now 
used to replace the lost houses could have been utilised in some 
otfier branches of productive activities making the trade and 
indnstrial activity equally good and brisk. On the contrary; 
the oivners of the houses whose services they would have utilised 
for a much longer period of time are suddenly called upon to 
undertake this extra expenditure in rebuilding the houses with- 
out getting any corresponding satisfaction. 
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FAMILY BUDGETS 

A complete statement of the varioits incomes and expen- 
ditures of a family during a certain time is called a family 
budget. It is evident that the expenditure of different people 
depends upon habits, customs, climatic conditions, ideals of 
life and the various physiological needs, but a detailed study of 
the various expenditures of different families is both interesting 
and instructive. In 1857 Dr. Engel, a Prussian, collected statis- 
tics of a number of German families living in different cir- 
cumstances of life, and on the basis of these pointed out that 
there is a marked uniformity in the habits of consumption of 
very many classes of people. The general results arrived at 
by Dr. Engel about expenditure known as the Engel’s Law of 
Gonsumption are: — 

L As the income of a family increases, the percentage of 
expenditure on food diminishes; 

2. The percentage of expenditure on clothing remains 
approximately the same; 

3. The percentage of expenditure on rent, fuel and light 
also remains nearly the same; 

4. As income increases^ a constantly growing percentage 
is spent on comforts of life, such as education, health, recrea- 
tion, amusements, etc. 
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TaWe sliowiiig tli€ results^ of I>r. EngePs- 
investigatioiis 


' ■ 

Items 

Labourers Fa- 
mily Income: 

■£ 45 to £ 6 o 
a year 

Middle Class 
Family Income: 
£ 90 to £ 120 
a year 

Well-to-do Fa- 
mily Income; 
f i/o to £ 200 
a year 

Food : 

62 per cent. 

5 5 per cent. 

I 50 per cent. 

Cioiliing 

y h,6; if,, 1 

o' . 18 ■ -,3 

18 

.Rent- 

12 ,, 

12 ,5 

12 

Fuel and light 

■ 5 ■ 

5 

5 33 

Education 

2 5, ' 

3'5 33 

5 * 5 33 

Flealth 

t 3 > 

2 5 , 

3 

Recreation 
and arnuse- 
' ments, etc. 

2 „ 

4*5 33 

6*5 ■ 33 


It may, however, be noted that the proportion o£ expendi- 
ture, in a family of a particular class, on food, clothing, recrea- 
tions, etc., is not the same in all the countries. Differences in 
habits, customs, climates, etc., are responsible for so many 
variations in one’s expenditure. The results of the study of 
Bomba)^ '^’’■''orking Class Budgets by Findley Shirras also conBrm 
the conclusions' of Dr. Engel. ' , 

"I'o an Indian student the task of collecting the satistics 
of consumption of Indian families is not an easy one. Illiteracy 
among tlie masses, differences in the ideals of life-,, various social 
divisions and the caste system do not allov/ any fixing of a 
standard of consumption, but a.ttempts should be made to collect 
carefully tlic Indian statistics of consumption. It is difficult 
to get accurate and correct statement of income and expenditure 
of a family but, however, by putting carefully selected ques- 
tions iiifoiT-ralicii can be gathered and all sources of errors 
eliminated. The duty of the investigator is to put the informa- 
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lion so collected in a manner wliicli may easily be understood 
btr all and be a source of education and guidance to tlie people 
of the country. The following two specimen budgets of co,a” 
sumption of the families of a middle class man and a labourer 
will give sufficient guidance to the student of Indian Economics, 

Bii.dget of Consimiptioa of Molma 

Name and address of the head 

of the family Molina resident of Tahsil Earid- 

pur, District Bareill}'' 

Number of members in the 

family Men 2, Females 2, Children 2, 

Total 6. 

Occupation Carpenter 

Budget of consumption for (Period) one month 

Rs. a. p. 

Income from his profession .. .. .. 21 0 0 

Income from other sources (His brother is employed 

in a shop) . . . . . . . . , . 10 0 0 


Total .3100 
Introduction 

Mohna has to support a big family consisting of himself, 
his wife, mother, younger brother and two daughters aged 9 
and 7 years, H.is wages are 12 annas per day and in this parti- 
cular month he worked for 28 days in the house of a local 
zamindar, while his brother is employed in a cloth dealer’s shop. 
The .mode of living of the family is very poor and with di-T;- 
cuity income sufiices for the maintenance of the .members of 
the family. He lives in a very small kachcha house in a con- 
gested part of the town. The sanitary condition of the sur- 
roundings is very unhealthy and keeps the member.s in a Wi.'.ak 
state of health. Mohna is also habituated to alcoholic drinks 
once or twice a week. 

The entire fa.mily is illiterate and the daughters arc nou 
sent to the local girls’ school. 
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Details of tlie Biidget of Gonswinptioii 


Items of Expen- 
ditufe 

Expenses 

Percen- 

tage 

Rates, Quantity and 
Remarks 

1. Food. 




Wheat Flout . . 

300 


36 srs @12 srs. a rupee 

Gram Flout . . 

100 


14 „ @ 14 „ „ „ 

Bra-ley & |\vai‘ 

180 


zBh„ ,,19 ,, „ ,, 

.. Rice .. -... 

180 


9 ^ =. » » 

Pulses; Ufd, 


i- ■ 

Urd 8 as., Masur 4 as.. 

M a s u r and 



Aihar 12 as. 

Afhar 

180 


• 

; . Total ■ 

880 

27*43 


z. Other Ankles of 




Food. 




Ghee . . 

1 6 6 


srs. @ Rs. 1-2 per 




seer. 

Mustard oil . . 

086 


i| seer. 

Sugar & Gur 

0 14 0 


A"s. 8 Sugar, Gur 3 




seers. 

Spices & Salt 

0 10 0 


Sait as, 2, Assorted spi- 




ces 8 as. 

Vegetables 

0 12 0 


Potatoes and other- 




green vegetables. 

Fruits 

030 


Generally he takes no 




fruits except when 




they are very cheap. 

Sweetmeats . . 

I 14 0 


1 anna per day for 




daughters and self. 

Milk .. 

0 15 0 


6 pies per day for 

' ■ i 



daughter. 

Total 

730 

23.2 


3 . Clo thing and 




Shoes, 




Shoes 

140 


for brother 

z : Caps 

0501 


„ „ 

I Shirt 

0 14 0 


,, self 

1 Ch-adar 

130 


,, wife 

Total 

3 10 0 

11.7 
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Items of Expeii- 

Expenses 

Percen- 

tage 

Rates, Quantity and 
■ ' Remarks” 

4. R .. 

I 8 0 

4.83 

Per month. 

5 . rV.'f / Cud light 




■ Fuel ... : .. 

3 0 0 



Dung' cakes, 

060 



Kerosene oil . . 

0 5 0 


2 bottles 

Vegetable oil 

030 



Total 

I 14 0, 

6.05 


6. Hd’ leaf ion a n d 




Healfk 




jMedicines 

0 10 0 


His dau-o-htet was ill 




■ for a week. 

Total . . 

0 10 0 

2'. 01 


7. Infoxicanfs, 




amusements and 




guests. 




(a) Wine 

240 



{b) Dangal 




Ticket .. 

0 4 0 



Total . . 

280 

8.06 


8. Social and reli- 




gms. 




Marriage Tika 

1,1 0 0 ■ 


Tika in a marriage of 




his cousin. 

Religious Katba 




in a temple 

0 2 0 



Total .. 

I 2 0 

I ■■^■■■3, 62 





FAIvIILY BUDGETS 


Perccn- Rates, Quantity and 
tar-e Remarks 


:o. Saving and 
vestment 


loo 


X lO 

o 5.24 

2 7 

0 

2 7 

0 7.86 
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Graph sliowiitg the Budget of Constiniption 

of Iviohiia^s family , 

Period; One month. 

Total Income Rs. 31 

Scale OX T' = Rs. 10. 

Scale OY T'= 20 per cent. 
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Budget of Consumption of Dena Natli Vernia 

Name and address of the head 

of the family Dena Nath Verma resides in 

Mohaiia Katra, Moradabad, 

Number of members in the 

family Men 3, Female 1, Total 4. 

Occupation. . . .Service Manager of a big commercial 

firm. 

Budget of Consumption for (Period) one month, 193^ 

Rs. a. p. 

Income from his profession . . . . ..155 0 0 

Income from his property {His bouse at Bareilly) .9 0 0 


Total . . 164 0 0 

Introduction 

Dena Nath "^^erma is a resident of Bareilly but is employed 
at Moradabad on a monthly salary of Rs. 155. The family 
lives in a well- ventilated double storied house situated on the 
bank of the river Ram Ganga. The standard of living of the 
family is fairly liigh and is typical of a middle class family in 
the United Provinces. His wife is a well educated and a reli- 
gious-minded lady who manages household afi'airs efficiently. 
His younger brother is dependant upon him and is a .student 
of first year Intermediate class while his son Preni Nath Verma 
reads in class VI in a local school. Dena Nath Verma is a great 
lover of mii-sic and regularly coaches his son in the art of music 
with the help of a friend. Every year he takes a fortnight’s 
leave to visit some religious places in India. He keeps a regular 
and an accurate account of his monthly expenditures. 

8 " 
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Details of tlie Budget of CoBSU-mption 


Items of Espen- 
clitute 

Expenses 

Percen- 

tage 

Rates, Quantity and 
Remarks 

I. Food. 




Wheat flour . . 

6 0 0 


66 sirs. @11 srs. a rupee 

Gram flour . . 

080 


7 ,, 14 ... » 

Rice . . 

3 0 0 


9 .... 5 .. .. .. 

Pulse s-U i: cl. 




Moong, Arhar 




and Aiasooi* . . 

zoo 


Moong 8 as., Urd 12 as. 




Arliar 8 as., Masoor 4 




as. 

Total . . 

II 8 0 

6.4 


2. Other articles of 




food. 




Meat . . 

240 


Twice a week. 

Ghee . . 

612 0 


6 srs. @ Re. 1-2 per sr. 

hlilk . . 

780 


2 srs. every day % 8 srs. 




a rupee. 

Sugar 

280 


7 A srs. @ 3 srs. a rupee 

Sait & spices. , 

180 


Assorted 

; Fruits 

4 0 0 i 


Season Fruits. 

■Vegetables . . 

3120 


2 as per day. 

Sweets 

4 0 0 



Total 

32 4 0 

19-7 


3. Clothing and 




Shoes. 




Bedding .. i 

■ ■■ 

2 4 0 


, 2 Redshcets. 

Shoes , . 1 

780 


1 2 pairs of shoes @ Rs. 




3-12 each pair. 

Umbrc'lla 

I 14 0 



Dhotccs 

7 14 0 


3 pairs of Dh('«tcc,s (fl 




Rs. 2-10 each pair. 

Total . . 

19 8 0 

'• II. 9 




FAMILY BUDGETS 


lU 


Items of Expen- 
' cliture 

Expenses 

Percen- 

tage 

Rates, Quantity’- and 
Remarks 





House rent . . 

14 0 0 


Per month. 

X'f'hiic washing 




of the kitchen 

1 7 0 



Total 

15 7 0 

9.4 


5 . Fml mid light. 




■'Fuel .. 

200 



Electricity- char- 



9 units @ 6 as. per unit. 

ges . . 

4 10 0 


Service rental 8 as. 




Meter Rent 12 as. 

Total . . 

6 10 0 

4.0 


6. 'Education a n d 




health. 




Tuition fees . . 

980 



Books and pen- 




cils . . 

I 14 6 



^ Doctor’s fee . . 

2 8 0 


Flis son caught severe 




cold. 

IMedidnes . . 

0 10 0 



Newspapers . . 

I 10 0 


One copy of the 'Leader 




every- dayr. 

Total .. 

16 2 6 

9-9 


7. Jeivedhry, furni- 




ture etc. 




Bangles 

100 



Furniture 

2 12 0 


One folding chair. 

Total . . 

3120 

2.3 
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Items of Expen- 
diture 

Expenses 

Percen- 

tage 

Rates, Quantity and 
Remarks 

8. Amnsements and 




entertainwent of 




gmsts. 




Cinema 

3 00 


Cinema tickets twice a 




month. 

Total .. 

3 0 0 

1.8 


9. Mhcellaneom, 




Pocket expenses 

5 0 0 


Re. I to son and Rs. 4 

toson&bro- 



to brother. 

ther 




Charity 

440 


Subscription for chari- 




table purposes. 

Religious cere- 



Thread ceremony at a 

monies 

z 0 0 


friend’s house. 

Postage 

090 



Travelling 

a 10 0 


A trip of Bareilly. 

Dhobi 

3 4 0 



Barber 

I 8 0 



Sweeper . . , 

0120 



Servant 

400 


With food. 

Maid-servant 

1 180 


With food once a day. 

I'obacco and 




pan 

i 200 



Miscellaneous 




expenditure 

2 12 6 



Total . . 

30 3 6 

18.4 


10, Smng and In- 




vestment. 




Insurance pre- 




mium 

60 0 


Insured for Rs. 1000, 

Saving in cash 

20 9 0 


No Income tax, n.is 




income, is below 2000. 

Total . . 

26 9 0 

16.2 


Grand Total . . 

0 

: 

A£» 

100 





Graph, showing the Budget of Consumption of 
Dena Nath Veritta^s family 

Period; One montli. 

Total Income Rs. 164. 

Scale OX l"= Rs. 50. 

Sciile OY l"= 20 per cent. 




Saving and Investments 
i6.z% 


i:|: Amusements & Entertainment of guests i . 8% ^ 


Jewellery, Furniture etc. 2.3% jgjgjg 


Sdu. & Hedth 9^% iamMS 

!.■%/ •ursj'W 'voTir^y ■^.nTf.f N.rsjv 



V “■ >■ >■ ” c’ ■ ' '■ -.'drS^ ryS"®* XtrSr^ 


:S':ii Lodging 9.4% 


~^5■^s»«3o>sc5^^>so^^pc5^sc5Sc5ec^ses^^:le'5ees^esl 
hS’t. Sp~}^ SP:Soe-Gf z^a^c'SoB: <-&• 

i^P-S-P^P^* , C'S-C'SreS'PSi 

i^s-e'sc^ Clothing and Shoes ii . 9 % cs^c^e^e-sl 
iSPSKJ-S'PSo ■ . G-soS'ce'eS' 

■S“PSP>-apeps*'e'p>SPSP^c!Sc:^c5^oe'PS<3^-e e'«as : 

^SPSPg-P ^pso^a-p^os-dgcieogc^g egcgqg^dg 




,. ...^ .«» 

fc£f:;ifc:±;: Other Food h&terials ££ 

t££5::£ 19-7% 

iU. ^V- ilr-- 4 ^- -i^- 4^^ 

4<„. A.. 4.S,- -~w .-k 

4>»- 4>.- ■)j^»^ •’4^ -4» --y^ 


. .«.>f 

••44 -<44 •4'4l 

.«44 -44 


i< ;1: % ^1; ;•; :); >.k >1; ,1; fiJ * ^1: ^ :1« 4 s|: * ^ ^ -t '!= A * 5j« if: >1< sis t- 

Jloj; 4' .t .4 » 4^ ;■}; » ?i< 4: ^ ^ ^ ^ ^ Hi % 4 4 ^ ^ t 


Rs. 164 


1 6.2% 

18.4% 

1.8% 

2-3% 

’9.9% 

4*0% 

9.4% 

11-9% 

19-7% 

6.4% 


X 
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Faiitily Budget and tlieir Usefulness 

111 India some careful enquiries have been conducted, very 
lately by economists and government officials into the working 
class farnilv budgets in industrial centres and rural areas which 
throw a flood of light on the standard of living inaiiitained 
by the Indian people. 

To a consumer or householder, the utility of keeping a 
proper family budget is very great. By a comparison of the 
amount of income spent on various items in the budget, he can 
easily ascertain on which item he is spending more or on wdiich 
items any curtailment of expenditure is possible or desirable, 
and thus he can manage to have maximum satisfaction out of 
Bis income by bringing marginal utilities equal along each line 
of expenditure. He can also strike a balance betw^-een spend- 
ing and saving. 

To an economist, the compilation and study of family 
budgets are a source of valuable and practical instruction. 
They afford him an opportunity of gauging the real economic 
status of the various classes of people and relative po.sition wdth 
that of other countries. By a careful compilation of family 
Budgets the taxable capacity of the various classes can be con- 
veniently and correctly calculated and suitable taxative measures 
adopted v/ithout prejudicing their productive efficienc)'' and 
creating any undue irksomeness or resentment. It can also be 
found out whether consumption of the various classes of people 
is a wdsely selected one or a haphazard one which is very helpful 
to a statesman or a social reformer for taking necessary measures. 
The prolnbition scheme introduced in Ahmedabad and Bombay 
City -svas more a result of the painful knowledge gained by the 
study of family budgets of factory labourers wherein the eco- 
tiomist found out that the major portion of their income was 
.spent on liquor which affected very prejudicially their pro- 
ductitne efficiency. And the social reformer and Gtatcsmari 
thought fro.ni every point of view desirable to stop thena rVom 
this drinking habit by discontinuing the sale of liquors, etc., 
altogether for their consumption, which ultimately told heavily 
upon the productive capacity of the nation. 
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Nature of Constimption and Income in India 

Tlie results of family budgets enquiries go to show that a 
%!-ei7 lov/ standard of living is found all over the country, spe- 
cially in the rural areas. It is rightly remarked, “they do not 
live but they only exist.” A close study of the people of India 
will reveal that 'the rural population seemed to try to stifle 
appetite rather than to meet it properly; whether a commodity 
consumed was nutritious and health-giving was hardly consi- 
dered.’ This standard of living and comfort, when compared 
with the European standard, looks ridiculously low and proves 
that the Indian cultivator is the poorest man on the surface 
of the Globe. It has been recognised now by the government 
and social reformers that the secret of the prosperity of the 
agricultural population is the filling of their stomachs. The 
majority of the people are underfed and are living on the verge 
of semi-starvation. An Indian cultivator cannot afford to 
enjoy the comforts and the entertainments of the modern life. 
He consumes the cheapest food; v^ears the coarsest cloth; “his 
mansion is a mud-hut with a roof of sticks and palm leaves; his 
bedstead, if he has one, consists of twisted sticks;” he possesses 
a few brass and earthen utensils; smokes ordinary tobacco and 
Bidies, uses ^Sarso/ ^Ulsi/ and kerosene oil for light and 
other purposes; burns cowdung cakes, faggots and dry leaves 
in his kitchen; and owns a grinding stone, a few straw mats 
and a quilt of rags as his only possessions. “The trouble with 
India is a stomach trouble while other questions facie into in- 
significance before this terrible economic problem.” 

The higher class families are in a sound economic position 
and maintain a high standard of comfort while the middle class 
families are in a solvent position but their status is low. The 
lower class families which depend for their living chiefly upon 
daily wages are the lowest in the social scab and live a miserable 
life. The number of members in a family goes on decreasing as 
we move from the lowest standard of living to the highest. 
The bread-winner has to support all the dependents and un- 
productive hands in the joint family. More than thirty millions 
of people in India are always in want of food and their ill- 
nourishment brings in its train cholera, influenza, plague, etc. 
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Sir Giiften once said that, "forty-two millions of people in the 
United Kingdom consume in food and drink alone an amount 
equal to tl'ie whole income of three hundred millions of people 

in India.” 

Vanoiis facts and figures can be given to show that the 
standard of living in India is now slowly and gradually rising. 

see a change in dress, food, houses and other conveniences 
of life of the various types of the people living in the country. 
The Government also maintains that there is an appreciable 
improvement in the methods of living. ’W^here house to house 
enquiries have been made, it lias been found tliat tlie average 
villager eats more food and bas a better house than bis father, 
that to a considerable extent brass and other metal vessels have 
taken the place of the coarse earthen vessels of ancient times, 
and that his family possesses more clothes than formerly. Still 
a few palatial buildings, good clothings and better quality of 
food consumed by a few, cannot be an index of the prosperity 
of the masses. If we want to study the actual condition of the 
people we should study the life as it is lived in villages, the 
bustees and slums of the cities. 

Diet of the Indian People 

The quantity and quality of food consumed in India is 
determined by custom, religion and other prejudices rather than 
by purely economic considerations. The total food supply in 
India is not enough to maintain the people depending on it. 
"The Indian people are underfed and the consequences are ob- 
vious and unavoidable. The progressive deterioration in phy- 
sique and energy make the additional production of food in- 
creasingly more and more difficult. This vicious circle is com- 
plete.” Some people maintain that the diet of the ordinary 
masses is worse than that of a prisoner in an Indian Jail. The 
average quantity of daily diet needed by an adult living in the 
rural areas consists of the following: — 


Grain • . . % Seer. 

Pulses Vs « 

Vegetables or meat 14 -,5 

Salt and spices ............ 1 Tola. 
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Oil 

. . . . . .... 1 

Tola. 

Ghee : 

If available. 

Sugar or gur 

214 Tola. 

Milk and cheap fruits 

Not very often. 

Average yearly consiwiijptioii 

in England and India 

compared 

England 

India : 

Salt and spices 

.371^ seers 

614 seers 

Food . . 

445 „ 

50 

Sugar 

45 

12^2 ,, 

Clothing 

34 

114 „ 

Meat and fish 

60 

20 

Liquors 

30 gallons 

1 1^, gallons 

Tea 

314 seers 

%. seers 

Milk 


8 r- 

It will be seen from the above 

figures that 

a very low 


Standard o£ consumption is maintained in this country and tke 
people are suffering from a widespread malnutrition. It is 
obvious that a very large number of families must fall below 
the poverty line. The scale of minimum needs is very low 
and makes no allowance for recreations, tobacco, replacements 
of utensils, etc., and expenses of illness and holidays. If we 
make an estimate of the barest necessities and the income of 
the individual consumer or a family, it will be evident that 
there is no provision for milk in the budget of an average family. 
The Ministry of Health and other Welfare Associations in Eng- 
land advocate at least one pint of milk per day upto six years 
of age, reducing its quantity to a quarter of a pint before the 
age of sixteen years is reached. Our children get little or no 
milk; the sacrifices frequently made by the mother in order 
that her children may have more quantity of milk, present a 
grave problem in lowering the vitality of the motherhood. Little 
progress can be made in reducing infant and maternal mortality 
until provision is made for the exceptionally high nutritional 
needs of mothers. 

Consumption of stale bread, dry vegetables and unwhole- 
some articles of cheap food is practised extensively in our 
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country. Tlie people liaYe yet to. ieam the utility of tlie 
Yitanun qualities of fresh fruits and green vegetables. Utter 
ignorance and passive indifference play an important part in 
the selection of one’s diet. People consume Vvliatct’er they can 
procure easily, v/ir.hout judging the nutritive value of the selected 
articles. 

"It must be pointed out that a huge waste results from a 
diet that is prescribed by indifference, custom or religion rather 
than by strict economic considerations. In the West poverty 
has fixed the diet of the people. The German eats cabbage, the 
American eats maize, the Englishman eats margarine in place 
of butter not because the people have a natural taste for these 
things, but because these have been forced upon them by eco- 
nomic conditions. Everywhere poverty has dictated the food 
to a greater extent than appears to be the case here, where 
people respond to hard times by reducing the quantity con- 
sumed rather tlian by altering the articles consumed,” For 
the last fifteen years there appears to be a marked increase in 
the consumption of wheat, ghee, meat and vegetables in place 
of cheap millets, oils and pulses. Many people believe that an 
improvement in the diet of the masses is something desirable 
which should be aimed at; but from the economic point of 
view it is not so. An expensive diet is an economic loss unless 
it results in a production of a greater amount of wealth than 
is lost in the extra consumption; our diet should be fixed by 
purely economic considerations. 

Individual Income 

The fact that the av^erage income of an individual is very 
low cannot be disputed by an3?-body. The income is not even 
enough to cover the barest necessities, what to sat'" of con- 
veniences and comforts of life. Statistics of the family budgets 
show that the people are living below the poverty line. Major 
Jack classified the various classes of society into agricultural and 
nori-agriculrural .and collected their annual income and expen- 
diture as given below; — 
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Agricii.ltii.rai Families 


Per cent age 

Income 

Condition 

A 50 per cent: 

Rs. 60 per head 

Living in comfort 

B 2S „ „ 

»;'43 

„ below comfort 

C 18 „■ ,, 

» 34 .. » 

Poverty line 

D 4 „ ,, 


Below poverty line 


Non-Agrlcultiiral Families 


A 47 „ „ 

Rs. 80 per head 

Living in comfort 

B27 „ „ 

„ 42 

Below comfort 

C 20 „ ,, 

„ 31 - » 

Poverty line 

D 6 ,, „ 

„ 24 » 

Below poverty line 


Tlie total indebtedness of both the rural and urban classes 
in India is alarmingly great and shows the scantiness of an 
individuars income to satisfy his minimum needs. Many eco- 
nomists and well-known social workers, at dijfferent periods of 
time, investigated the problem of income per head in India. In 
1931 according to the Simon Commission Report the income 
per head of an Indian was 1 1 1 2 of the income of an English 
man. This is really a very optimistic estimate which is based 
perbaps on the income of the people living in the cities alone. 
The annual agricultural produce would work out to about 
Rs. 1,200 crores. On the basis of this figure the average income 
of a cultivator will not be more than Rs. 42 a year or less than 
-llj 9 per day. Even grain and other food worth -jl |9 would 
not be snfiicient to ward off starvation what to say of pur- 
chasing other necessaries of life. 

Many investigators adopted difierent methods of estimat- 
ing the National Income and got diferent re.sults as shown 
below:- — 
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Name of Investigator 

Year 

Income 

pe 

• head 



Rs. 

a. 

P- . 

. Daclliabliai Naorozi 

. . 1870 

20 

0 

0 

Digby 

.. 1899 

18 

0 

0 

Lord Gurzon 

.. 1900 

30 

0 

0 

Digby 

. . 1900 

17 

4 

0 

Wadk and Joslii 

.. 1914 

44 

? 

0 

Sliab and Kliambata 

. . 1922 

67 

0 

0 

Findley Shlrras 

. . 1921 1 

107 

0 

0 


1922 1 

116 

0 

0 


Income per head in some other countries 


Country Income per head Annual trade per head 




Rs. 

Rs. 

India 

1. 

67 Shah and Khambata . . 

20 


2. 

116 Findley Shirras 



3. 

44 "Wadia & Joshi 


England 


. . 690 

390 

America 


..950 

145 

Germany 


. . 400 . . 

230 

France 


.. 510 

292 



CHAPTER IX 


PRODUCTION 

Wliat is Productiojti? 

In Economics Proditclion needs a very careful explanation 
as it is used in a much more precise and wide sense than that 
ordinarily understood by a layman. Production is that branch 
of economic activity which is concerned with those activities 
of man which are directed towards the satisfaction of his wants 
by changing the form or arrangement of matter. It should 
be remembered that in this natural world, as the various physi- 
cal sciences teach us, man cannot create new matter; he can 
only more or less change the form or arrangement so as to 
adapt it better for the satisfaction of human wants. 

An illustration from the ordinary business of life will make 
the meaning still clearer. For example, we are accustomed to 
designate carpenter as the producer of a table. But a little 
reflection shows us that he has not actually produced the table 
but only re-arranged the form of the piece of wood by cutting 
and fashioning it with his tools so that it becomes more useful 
(or, possesses greater utility) than it w’‘as in its original state. 
The carpenter wdth all his might cannot create wood. It is 
a natural product which in its original state cannot serve the 
purpose of a table, but the carpenter has produced those quanti- 
ties of utilities wdiich have the capacity to satisfy a want. The 
carpenter, therefore, speaking more scicntificall}'-, is the creator 
of utilities and not the producer as he is ordinarily designated, 
Man's work, therefore, consists not in creating new matter, but 
in creating utilities. 

The creation of utilities or production may take several 
forms as indicated below. 

(i) Form Ut.ility. When a carpenter makes a table out 
of a log of wood or a tailor cuts, from a roll of cloth pieces of 
required shape and size and sews into a shirt, they are said to 
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liEYe brought about a change in the form of wood or a roll of 
cloth respectively and created form or shape utility in them. 

(/i) Time Uiility. Not infrequently the traders purchase 
and stock large quantities of agricultural produce at the time 
of the harvest and sell it after a few months when relatively 
there is a scarcity of food materials at a higher rate thus reaping 
a profit. In such a case they are called to be creating time 
utility. To say that the trader or a merchant is not a pro- 
ducer is quite fallacious. He is producing utilities just in the 
same manner as the persoji engaged in farming, rubber- 
growing, coal-mining or fishing etc. The only distinguishing 
feature is that the latter adds form utilities to the material on 
which he works upon and the former adds utilities of time, 

(iU) Thee tJtiUty. In creating place utility the person 
gives an additional utility to commodities by removing them 
from a place where they are less wanted to a place where they 
are more wanted. For instance, when a village trader trans- 
ports wheat from an area of plenty to an area of scarcity, he 
is designated as the creator of place utility. In transporting 
the commodities from one place to another their value is in- 
creased. Thus the timber of the forest may be of little value 
until transported to the place where it is wanted by the 
consumers. 

(h) Service Utility. Similarly, when a musician plays 
melodiously upon his piano or an actor exliibits liis histrionic 
art, they iire said to be doing some serviceable work, namely 
that of giving pleasure to the audience. Again, when a doctor 
attends to a patient or a lecturer delivers his lectures to a class, 
they are doing some useful service. Such a kind of effort goes 
by the name of service utility. 

Thus, prodnefion may he defined as the creation of nfiliUes 
or values by the appUcation of men’s mental and physical poiucrs 
to the materkds and forces of nahire. In the economic sense 
of the word, all those who aid in the production of utilities or 
bring about the satisfaction of man’s wants such as landlords, 
farmers, artisans, manufacturers, merchants, railwaymen, sol- 
diers, sailors, the domestic servants, actors, musicians, commer- 
cial and advertising agents, bankers, teachers, civil servants, local 
government officials and domestic servants are all producers; 
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there are, hov/ever, differences in the nature of v/ork done by 
each. 

Classification of Prodiictive Occupation . 

From what has been stated above it is quite clear that there 
is a large variety of producers who are engaged in the working 
of creating or adding various kinds of utilities or values. S. E. 
Thomas in, his "Elements of Economics” has classified produc- 
tive occupations into three main classes: — 

1. Industrial occupations — ^They arc concerned with the 
growing, extracting and manufacturing of material goods. 
These occupations have been further sub-divided into — 

(a) Extractive industries, v/hicli are engaged in obtaining 
raw materials from nature, e.g., farming, mining, fishing and 
plantations, etc. 

(b) Manufacturing industries, which are engaged in 
changing the form and arrangement of matter and materials 
into finished products, e.g., cotton spinning and weaving mills, 
paper mills, house-building, etc. 

2. Commercial Occupations — They are concerned with 
the sale and purchase of goods, advertising or bringing the 
goods to the notice of consumers. These occupations are a 
link between the industrial producer and consumer. They 
have bee.n further sub-divided into — 

(a) Transport industries, which are engaged in carrying 
goods to a destination where they are wanted, e.g., railways, 
road transport, air traific, shipping. 

(b) Distributive industries, which arc engaged in distri- 
buting goods amongst consumers, e.g., me.rchants, traders, com- 
mission and advertising agents, etc. 

(c) Banking and Insurance, which are engaged in facili- 
tating the production and exchange of goods, e.g., various 
types of Banks. 

3. Direct Services to consumers and Public Services — 
The services of lawyers, doctors, teachers, musicians, domestic 
servants etc., come under the category of direct services; whilst 
those of civil servants, local government officials, etc., under 
public services. 

The above divisions of productive occupations may be 


128 


FIRST APPROACH. TO EGON.GMICS / 

represcT.ted by tile diagram given below: — 

Productive Occupations 

■■ ■ ' ' ' ■ ■ ■' - b' 

I' “ n i 

Industrial Commercial Direct Sc-tvices 

Occupations Occupations to Consumers and 

"^1 Public Services 

Extractive Manufacturing 

industries industries 

Transport Distributive Banking and 

industries industries Insurance 

Classification of Occupations 

Tlie Agents or Factors of Production 

It is already known to us that without some physical or 
mental exertion we cannot produce wealth and bring about 
the satisfaction of our wants. Besides physical or mental exer- 
tion undergone with a view to produce economic utility some 
extra thing is needed. Even in the most primitive stages of 
mankind a savage wants food but three things are necessary 
before he can obtain it: — (1 J he must find out the place where 
he can catch off wild birds or animals for his food; (2) he must 
make the required effort of going to forest to snare them; and 
( 3 ) he must be provided with the necessary weapons or imple- 
ments of the chase. Similarly, a blacksmith must possess a 
smithy, necessary muscular strength to work upon his materials 
and some tools like hammer, anvil, and blast furnace at his dis- 
posal. A potter, also, must provide himself v/ith a house where he 
can carry on his work and make the required effort of digging 
and bringing the clay from the river-side and putting in neces- 
say labour and skill for the making of pots and provide him- 
self with a wheel, a stick and a thread, etc., which arc needed, 
in the manufaemre of earthenwares. In all these illustrations 
land, labour and capital are needed in more or less degree with- 
out wliich production would have been impossible. 

Earlier economists have generally spoken of three factors 
contributing to production, viz.. Land, Labour and Capital; but 
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with the gradual evolution of industrial organization the num- 
ber of the agents of production has gone on increasing until 
we have now five in all, 

1. Land. Under the term land* the economists include 
not only the surface of the earth, soil or cultivable land, but 
also all those powers and material resources found below or 
above the surface of the earth, provided freely by nature for 
man’s aid in the process of production. 

2. Labour. Labour as an agent of production includes 
all those human exertions, physical or intellectual, which are 
undergone not for their own sake but in expectation of some 
economic reward. Hence, the labourer may be a physical 
labourer who uses his muscular power or an intellectual labourer 
who uses his intellect or who uses in varying degrees both the 
faculties. 

3. Capital. Man at a very early stage realised that he 
could get little from nature with his unaided hands. He did 
require the aid of tools and implements in carrying on produc- 
tion and thus capital came to be recognised as the third agent 
of production. By capital we understand that part of a man’s 
wealth which has been saved and is employed for the production 
of more wealth. \7e define “capital as all wealth (other than 
land) which is used or is intended to be used for the further 
production of wealth.” Machines which are the results of 
human effort aid in the production of wealth and, therefore, 
are capital. The reaping hook of a farmer enables him to in- 
crease his production and his capacity for output and is, there- 
fore, capital. 

4. Organisation. With the growing size and complexity 
of business, introduction of division of labour, machinery and 
large-scale production, organisation came to be recognised as a 
separate raid important agent of production. Organisation 
refers to the superintendence of land, labour and capital for the 
work of production. The main function of tlie organizer is to 
see whether the various factors of production are co-ordinated 
and directed in such right proportions as to yield maximum of 
result with the minimum of expenses of production. Indeed a 
careful analysis would reveal that the work of organization is 
nothing but a kind of labour, but it is such an important type 
^ o. 
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of labour T/itliout which wc cannot make much headway in the 
production of wealth; hence, it lias been recognised by eco- 
nomists as a separate and independent factor of production. 

>. Enterprise. With the creation of mammoth factories 
involving- the unimaginable intricacies of the forms and methods 
of production, the expansion of the markets as a result of the 
remarkable improvements in the cheap and facile means of 
communication and transportation and when the commodities 
began to be manufactured for the needs of the consumers in 
the distant quarters of the world, the organiser could not dis- 
charge his functions efficiently and successfully viz., that of 
co-ordinating the different factors of production and assuming 
the risk incidental to the business, and, therefore, the fifth agent 
of production known as the entrepreneur came to be recognised 
by economists as a quite distinct agent of production. Although, 
the risk is inherent in every form of productive effort and in 
every stage of human life, yet risks incidental to modern in- 
dustry and trade are very important and their worth seems to 
be growing in importance with every increase in the intricacies 
of the industrial organisation. The person who assumes the 
risk of a business is called entrepreneur (from the French, entre- 
prendre — to undertake) or enterpriser. He is also known as 
the venturer, or the captain of industry. The chief difference 
between the functions of an organiser and an entrepreneur is 
that while the former brings into harmonious activity the re- 
sources of land owners, labourers and capitalists for the purpose 
of production, the latter undertakes the risk and responsibility 
of profit or loss and conducts the general policy of the business, 
the details of the management being assigned to salaried managers 
and superintendents. An organiser may or may not be an 
entrepreneur. Thus, in a private business the organiser him- 
self is the risk-taker but in Joint Stock Companies the risk is 
borne by the shareholders and not by the organisers who are 
merely paid managers. In a Co-operative Producers’ Associa- 
tion all the workers of the society are entrepreneurs as all of 
them combine to undertake the joint responsibility of the busi- 
ness. 

The reader must not be led away by the idea that in the 
production of v/ealth, man requires the services of all the factors 
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of production. This is not so; it depends upon the qurdity of 
profession lie is following. For example, when a dexterous 
musician delights his hearers by his captivating songs, he only 
requires a standing room and the necessary'' labour in rnodulat- 
ijig his voice without standing much in need of capital or 
organisation. Again, in spite of their presence in the produc- 
tion of different kinds of goods and services, the proportion 
in which they arc combined is not the same. In the production 
of some goods we find a larger amount of- labour, capital and 
organisation and a small amount of land while in others the 
process is reverse and we find a large proportion of land to a 
very small amount of labour, capital and organisation. 

Essential Factors of Production 

The factors of production are ultimately reducible to two, 
viz., (1) Land, and (2) Labour, which are the essential factors 
of production and without which no production of wealth is 
possible. Capital is merely the joint product of land and labour, 
whilst organisation is a form of specialised labour. Consequent- 
ly, land and labour are described as the primary agents of pro- 
duction in contradistinction to the secondary or derived factors — 
capital and organisation. 

'Of Nature and Man, Man. is the active agent and Nature 
the passive one.’ Nature in itself is not a producer of wealth 
it is only by the application of labour to Nature that wealth 
or economic goods are produced. It is the man that forces her 
to yield her treasures. Therefore, Man is more important than 
Nature. "From every point of view,” says Marshall, "man is 
the centre of the problem of production as well as that of con- 
sumption.” But it should not be supposed that as capital and 
organisation are only secondary factors of production, therefore, 
they are not at all important. In fact, capital has existed since 
times inimenioi-ial and is the greatest force of modern economic 
processes. It is really difficult to imagine the nature of the work 
put fort.h by a worker without the aid of capital. The same 
may be said of organisation v/hich has become indispensable to 
the modern economic life, as it undertakes the co-ordination 
and harmonisation of the other factors engaged in productive 
enterprises. 
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Elficiesicy of the Factors of -Production 

Before attempting to find ways for the efficiency of the 
various agents of production, it is worth while knowing what 
efficiency means. By efficiency w;e mean the ability or capacity 
to acliieve larger amount of work, or better kind of work, or 
both with comparatively minimum of trouble and expense. The 
better the output of a factor, quantitatively or qualitatively, 
or both, the greater is its efficiency. The efficiency of a factor 
is also considerably increased by a proper combination of differ- 
ent factors under good organisation, and as such the efficiency 
of the various factors is interdependent. In the present stage 
of progressive economic society when human wants and desires 
arc increasing by leaps and bounds, it should be the duty of all 
to seek ways and means of improving the efficiency of the 
different factors of production in order to bring about a greater 
economic welfare of the growing populations. By an inventive 
genius and an assiduous effort of mankind, the efficiency of the 
factors of production can be enhanced to a very great extent. 

We have already seen that man derives his sustenance by 
exerting his physical and mental powers on materials furnished 
by nature. He, by harnessing the winds and the water and 
other elements of nature, has greatly added to his own produc- 
tive power. The efficiency of land is judged by its productivity 
v^ffiich can be considerably increased with better application of 
labour and capital, the introduction of scientific processes of 
cultivation and an ample provision of irrigation al facilities and 
rapid and cheap means of communication and transport. 
It is with these skilful devices that barren and drear))^ rocks have 
been converted into delightful fields rich with luxuriant vegeta- 
tion and bountiful harvests. Besides, a proper conservation of 
natural resources together with their better utilisation so as to 
yield additional production of goods and services with relatively 
cheap cost will certainly count as an increase in the efficiency 
of land .factor. But unless the labour factor is highly elEcient 
and organised, it is impossible to utilise the natural resourcc3s of 
a country in the best possible manner. 

The efficiency of labour can be increased by imparting to 
the workpeople a practical and sound system of general and 
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technical education. Physical strength and endurance, tem- 
perance and trustworthiness, skill and alertness, quick percep- 
tion and comprehensive mental grasp, strength of memory and 
power of adaptation, hopefulness and resourcefulness — all these 
good qualities which can be acquired through good nourishment, 
training, experience and social progress minister to the efficiency 
of labour. Secondly, in what manner labour is organised and 
directed counts much in its efficiency, for if it is judiciously 
organised and carefully directed it is bound to become mucli 
more efficient than it is otherwise. 

The efficiency of capital can be enhanced by a judicious use; 
it should be directed in right channels and should not be invested 
at any cost in risky and hazardous ventures. It is also improved 
by the invention of the labour saving tools and machines, by the 
facile credit system which enables the rapid exchange of goods 
with greater ease and facility. Capital should have perfect 
mobility in the money-market. 

Organisation is the soul of modern industrial enter- 
prise, as the actual work of production and bringing into full 
play the resources of landlords, labourers and capitalists fall on 
the shoulders of the organiser. On his skill, intelligence, re- 
sourcefulness and faithful services depends the economic utili- 
sation @f the natural resources and ultimately the well-being 
of the community. 



CHAPTER X 


LAND 

Definition of the Term 

Tlie connotation of the term 'land’ is much wider than 
that understood by a layman, who understands by it merely the 
surface of the ground. But economists by 'land’ mean, not only 
the surface of the land but also the materials and the forces 
which nature provides freely for man’s aid in land, water and 
air including such things as minerals, mountains, forests, rivers, 
lakes, waterfalls, sunshine, rains, wind or water-power, gravity 
and magnetism and the forces of the tides. Some economists 
have preferred to call this factor as the Gifts of Nature. But 
it has become common to- use the word 'land’ because Nature 
has many shades of meaning in ordinary use while land gives a 
definite idea if we remember that it inckdes all tvhat is below 
the surface and what reaches the surface from above. Marshall 
defines, "By land is meant, not merely land in the strict sense of 
the word, but whole of the materials and the forces whicli Nature 
gives freely for man’s aid, in land and water, in air and light and 
heat.” Land should be taken to include all the materials and 
powers of nature Vv^hich are used in the production of wcrdtli. 

Cliaracteristics of Lasidi 

( 1 ) The Chief distinguishing characteristic of laud from all 
other factors of production is that its supply is fixed in quan- 
tity and cannot be increased unlike other factors of production 
Vv'hich can be increased or decreased at will. We cannot produce 
with all our scientific contrivances more coal than what alj-catly 
exists in the bowels of the earth, or get more sunshine or rain 
than what are reaching us by natural processes, however urgently 
VJ-c may tvant them. Similarly, the area of the earth’s surface 
is absolutely limited in quantity. This inelastic supply of land 
is one point which more than any other distinguishes it from all 
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other factors of production. 

(2) Unlike other factors of production, land is immobile. 
The Indo-Gangetic plain cannot be transported to the Sahara 
Desert of Africa or the natural resources of Kashmir to the 
desert of Rajputana. This characteristic has an important in- 
fluence on the economic strength and prosperity of a country. 

(3) Land is a free gift of nature and no man’s efforts are 
required in its production. 

(4) Land by itself, without any application of labour and 
capital, is of no use. It becomes useful or serviceable only when 
put to use by a man, 

Wliat Land does for Production? 

Land is indispensable, directly or indirectly, to all our 
economic activities. It is one of the primary factors of pro- 
duction rendering us three distinctive services; — 

( 1 ) It furnishes standing-room, without which nothing can 
be accomplished. It is required for carrying on all our eco- 
nomic, social and political activities, that is to say, for residence 
and habitation, for conducting gigantic industrial operations 
and for constructing railways, roads and canals which are of no 
mean consequence in the creation of different forms of wealth. 

( 2 ) It contains those elements such as air, heat, light, water, 
seasons, varying temperature and many other things which are 
essential for the continuance of human life. It also possesses 
those elements which are essential for plant life thus rendering 
us those vegetable products which make our sustenance in this 
world possible. 

(3) It yields from underneath the surface the rich mineral 
jsroducts such as coal and iron, copper and zinc, manganese and 
petroleum, gold and silver, and fish and pearls. 

All lands are not of equal value or importance; some lands 
arc acimittedkv more useful and fertile than others. The farm- 
ing lands arc capable of extreme dijfferenccs both in fertility and 
in advantage of situation. Some parts of the earth’s surface 
are too well known for their barrenness and aridity such as the 
bleak, treeless and bitter-cold Greenland, and the waterless Sahara 
Desert; whereas, on the other hand, we have such fertile tracts 
as the Indo-Gangetic Plains of India or the Red Basin of China. 
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Among the factors which determine the relative importance of 
land are the natural fertility of the soil, the facilities of trans- 
port and comimtnicatioii, patronage of the court, sanctity of 
pilgrimages, and the growth of industries, trade and commerce 
in proximity to the area in question. 

Extensive and Intensive Cultivation 

The cultivation of land, usually called farming, may be 
of two kinds: (1) Extensive, or (2) Intensive. 

(1) Extensive cultivation is that system of cultivation in 
which we economise the use of labour and capital and use land 
as a free gift of nature, as far as it is profitable. In this system of 
farming if the farmer wants to get more produce, he takes 
recourse to new plots of land of inferior qualities instead of 
devoting his successive doses of labour and capital on the same 
plot of land. This type of cultivation may be noticed in newly 
developed countries such as Australia, Canada and the United 
States where extensive areas of land are available at exceedingly 
low prices but labour and capital are scarce and dear. The 
farmer cultivates the plot until its growing properties are ex- 
hausted, leaves it fallow in order to recuperate its lost energies 
and takes fresh plots of land into cultivation. In such countries 
where land can be had plentifully and cheaply labour is eco- 
nomized because the land is limitless and population is scanty. 

(2) Intensive cultivation is that system of cultivation in 
which we economize the use of land, as far as it is practicable by 
devoting successive doses of labour and capital on the same 
plot of land. This type of farming is mainl)'- practised in those 
countries where the available area of land is limited, the popula- 
tion is extremely dense, and agriculture forms the chief basis 
of the subsistence of the inhabitants. To satisfy the increasing 
demand of the growing population, the cultivator utilizes every 
inch of ground to its best advantage, puts in artificial chemical 
manures to recuperate its lost properties, adopts the scientific 
principle of rotation of crops and by the application of scienti- 
fic machinery makes deep ploughings to secure the maximum 
yield from each acre of land. 

In extensive cultivation the produce is obtained more with 
the help of land, as the farmer’s labour spreads over a larger area 
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and less with the help of labour and capital; whereas, in the in- 
tensive system of farming it is procured at a greater expenditure 
of labour and capital with a limited quantity of land but in botli 
cases margin of cultivation falls. 

Ill India, owing to her great density of population and its 
main subsistence on the agricultural industry, nearly every acre 
of cultivable soil has been brought under the plough and as 
such there is very little or no further scope for extensive 
cultivation. So we are obliged to practise intensive cultivation 
in order to meet the increasing demand of the growing popula- 
tion. In Burma, for example, extensive ti^pe of cultivation is 
practised as the land available is abundant and can be had at 
almost no rent while labour and capital are very dear and scarce. 
But owing to a variety of reasons given below, the Indian culti- 
vators are handicapped to carry on intensive cultivation to its 
fullest extent: — (i) The endless sub-division and fragmentation 
of holdings, as a result of the laws of inheritance found both in 
the Hindu and Mohammedan laws by which the ancestral pro- 
perty is parcelled out equally among the heirs, makes fann 
cultivation impossible. The holdings owned by Indian culti- 
vators are small and scattered with consequent absence of all 
those economies which accrue from large scale farming; (7/) he 
practises farming with minimum of capital, as a result of which 
he cannot make any permanent land improvements to increase 
the productivity of his lands; iiii) dearth of water supply and 
the sole dependence on rainfall; {iv') in spite of his skill, honesty 
and industry, the Indian cultivator due to his conservative 
nature and ignorance still continues his cultivation with unscien- 
tific methods and fails to appreciate the new improvements in 
the art of cultivation; and (-77) a complete absence of organised 
markets for the sale of rich and valuable crops is also a check to 
the intensive cultivation in India. 

Transportation and Agriciilture 

There is a very close connection between transportation 
and agriculture. The cheaper and quicker means of transporta- 
tion like railways, steamships, and omnibuses have a tendency 
to enlarge the agricultural areas and bring distant fertile lands 
into the markets. As a result of their introduction many dis- 
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tant fertile lands have been brought under cultivation for the 
simple reason that the capacity of these lands is so potential 
that their yield can easily afford to pay transport charges and 
yet leave an income greater than those of the inferior land 
adjacent to markets. Consequently, whenever new and fertile 
lands are discovered and the cheap means of transport being 
available, agriculturists have a tendency to rush towards those 
areas abandoning their inferior plots of land. 

Secondly, in consequence of the availability of the cheap 
means of transport the character of agriculture also undergoes 
a complete change, Fomcrly, before the opening of railways, 
agriculture was of a subsistence type, that is to say, only those 
food grains were produced which were demanded by the people 
of the village or of some adjacent towns. But, now agricul- 
turists, have diverted their labour and capital more and more 
towards the raising of commercial crops at the expense of food- 
crops, Thus with the introduction of the cheap means of 
transport and communication market grows wider and wider 
in its extent, volume of trade expands, demand for food as well 
as for commercial crops considerably rises, and prices of agri- 
cultural produce tend to rise and equalise over different markets. 

Thirdly, the size of cultivation also undergoes a change; 
people are induced to cultivate bigger plots of land than before 
due to the facilities provided by the cheaper and quicker means 
of transport. 

Effect of Nature on Production 

The important role played by natural resources in deter- 
mining the economic life of a nation cannot be over-emphasised. 
Although man has acquired control over the forces of nature 
by harnessing them into his services, yet his economic progress 
dci‘>ends still to a considerable degree upon the materials and 
forces of nature. Howsoever, people of a country may be quick 
and intelligent, yet without having the bounties of nature they 
cannot make much headway in their economic prosperity. Thus, 
natural resources have a profound bearing on the productive 
capacity of a country and its people. 

1. Relief. Relief exercises a permanent influence on the 
economic life of man. The relief of the land which includes 
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mountains, hills, rivers, plains, valleys and forests detcniiincs 
the kind of climate and production of raw materials which are 
directly dependent on the soil. In the hilly tracts, agriculture 
and industries seldom flourish owing to the absence of cheap and 
rapid means of transport and communication with the result 
th.afthe main occupation of people in such tracts is either graz- 
ing of domestic animals, or lumbering. The Himalayas act as 
a reservoir to feed the great rivers of the Northern Plain, pro- 
tect it from cold north winds and check the vapour-bearing 
winds that come from the Indian Ocean. The alluvial soil of 
the Indo-Gangetic Plains is so fertile that only a little amount 
of labour is needed to produce sufficient corn for the people. 
Owing to the heavy rainfall, tropical climate, numerous navig- 
able rivers with a network of canals, fiat surface of the land 
making the means of transport and communication both easy 
and quick, and the wonderful richness of the alluvial soil, the 
plains are the most thickly populated areas of the world. These 
are the few main facts which go to make India primarily as an 
agricultural country. 

2. Climate. The effect of climate on the vegetation and 
the occupation and density of population is veiy decisive. In 
tropical countries usually the rainfall is plenty, the soil is rich 
and the vegetation is always green and luxuriant. Tempera- 
ture and rainfall determine the nature of vegetation and upon 
vegetation depends, directly or indirectly, the animal life. 
Climate also determines the occupation of the people. The 
chief occupation of an Eskimo living upon the perennial snow- 
covered shores of the Arctic Sea is hunting and fishing; the 
people of India and China are generally agriculturists as the 
tempera L lire is high and rainfall plenty. Climate also influences 
the industrial development of the country. 

3. Rainfall. The presence or absence of rainfall, v/hich 
solely depends upon the land relief, greatly affects the produc- 
tivily of an agricultural country. The unproductivity of the 
Sahara Desert, a waterless ocean, can be safely ascribed to the 
scantiness of rainfall. The dearth of rainfall has made the 
western part of the Aravalli Hills an arid waste. Rain also 
loosens the soil on Vvdiich it falls, carries sand and mud called 
silt from one place to another and renews the soil by spreading 
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out a fresli deposit of silt over the old layers of it. 

4. Soil and Sub-soil. The upper layer of the solid earth 
consisting of weathered particles of rocks together with some 
organic matter is termed soil. Besides other factors like the rain- 
fall, slope of the land, situation, etc., the soil itself has a great in- 
fluence upon the growth of crops as it is from the soil that the 
plant gets most of its food elements such as nitrogen, potash, 
calcium, water, etc. Six conditions are absolutely necessary 
before the plants can flourish in a soil. It must supply {i) an 
adequate amount of plant food, (ii) water, (i/i) air, {iv) suit- 
able temperature, {v) sufficient root room, and {vi) it must be 
free from harmful substances. 

Of the above factors soil aeration and moisture are the 
first to be considered, as the plant being a living object requires 
air for its necessary respiration and so the exchange of gases is 
unavoidable in the soil to maintain the life of the plant. The air 
in the soil is urgently required by the small organisms that are 
concerned in the decomposition of organic matter i.e,, nitrifi- 
cation and fixation of Nitrogen directly from the atmosphere. 
The idea of the Indian farmers that the best yield can be ob- 
tained through the application of a larger quantity of water is 
misleading. Upto a certain extent moisture increases the yield 
but beyond that it interferes with the activities of the bacteria, 
soil aeration and retards the chemical changes and brings about 
the deposition of alkalis. 

Moisture has its action upon the physical, chemical and 
biological phases of the soil. The plants cannot take their food 
except in the form of solution. Water acts as a moderate on 
the soil temperature and the clay soils are cooler than the loam 
or sandy soils because of the higher water-holding capacity of 
the former. It is clear that the sandy soils being warm are very 
much liked by the vegetable gardeners who always try to pat 
their commodities in the market as early as possible in the season. 

The temperature of the soil is of considerable importance 
because it influences the germination of the seeds, the growth of 
plants at all stages, accelerates the chemical changes and the 
ripening of the crops. It is by means of the roots that the 
plants absorb their food from the soil aiid the soil which pro- 
vides a suflicxent room for deep root formation is generally very 
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productivco The last but liot the least important factor in the 
production of crops is the absence of injurious salts or substances 
in the soil. 

The above six factors determine to a great extent as to which 
crops are suited best to any particular type of soil. In the 
black cotton soils of India which are deep and rich in organic 
matter and store a high quantity of water and also wcli-aerated 
due to good drainage, we find that crops like maize, cotton and 
poppy nourish well. In the soils of Bengal which have a heavy 
soli at the bottom and the temperature is often high the rice 
and jute crops flourish best. In the eastern districts of the 
United Provinces where the soils are rather heavy and contain 
moisture, sugarcane thrives best. In the Punjab, we find, 
wheat grows well. In the clayey soils which retain water for a 
longer period of time by preventing it from freely descending 
into the earth those crops can be raised which require a greater 
amount of moistiie for its growth. Thus by carefully study- 
ing the three phases of the soil — the physical, chemical and 
biological — it would be possible for the agriculturists to take 
the largest yield of crops without injuring the soil fertility. 

Under subsoil are studied mineral products. The progress of 
a country in modern times depends upon the presence of iron 
ore, steel, coal, mineral oil, etc. and those countries v/hicli are not 
endowed with mineral resources generously by nature are greatly 
handicapped in their economic and industrial development. 

5. Coast-line. It also greatly influences the character and 
occupation of the people. The coast-line of Great Britain con- 
tains numerous indentations and good natural harbours which 
afford splendid opportunities for international trade and make 
the nation the most enterprising and sea-faring race of the world 
whereas, the coast-line of India is regular and remarkably defi- 
cient: in good harbours wdaicli have proved a great obstacle in 
the development of the sea-borne trade. 

6. Urination. From the point of view of trade and com- 
mei'cc geographical situation plays a very important part in tlie 
productive capacity of a country. The commercial superiority of 
the British Isles is due to their fine maritime position c-njoyed 
by them. They lie in the centre of the Globe and possess suit- 
able harbours so that they are within the reach of all the great 
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markets of the world. Their, insular position besides facilitating 
commerce also tends to make -them more energetic, enterprising, 
industrious and a sea-faring race. ^ India also enjoys a maritime 
position of considerable importance in the markets of the world 
because it lies in. the centre of the Eastern Hemisphere. All the 
trade carried on between the ’Western countries must pass 
chrough the harbours of India. The opening of the Suez Canal 
has tremendously increased the importance of India by estab- 
lishi.tig commercial relations with European countries facing the 
Mediterranean. 

Just as tile economic prosperity and advancement of a 
country depends upon geographical location, in the same 
manner depends the progress of cities and towns inside a coun- 
try. Cities which are situated in the midst of fertile areas or 
have abundant supply of raw materials for industrial occupa- 
tions and possess good means of transport and communication 
make rapid progress industrially and commercially than those 
which do not possess such advantages. 

But it may be pointed out here that in modern times 
of progress and inventions the disadvantages of geographical 
location are being conquered by improved means of transport 
and communication, e.gl, railways, steamships, posts and tele- 
graphs, telephone, wireless and radio, etc., as a result of which 
distances are annihilated and practically the entire ^vorld is 
brought into one market. 



CHAPTER XI 


NATURAL ENVIRONMENT AND RESOURCES 
OF INDIA 

lai the previous chapter it has been already stated how 
conspicuous are the natural resources in determining the vegeta- 
tion j density and distribution of the population, and the occu- 
pations of the people. In fact, the physical environment is the 
basis of all economic activity, to which India is no exception. 
In this chapter we will, therefore, start with an investigation 
into the economic conditions of India by having a brief descrip- 
tion of her natural environment and resources. 

Geographical Location 

India from an economic point of view occupies a highly 
favourable situation as it stands almost at the centre of the 
Eastern Hemisphere and commands trade routes running in all 
directions. The country is bounded on the north by a long 
and lofty chain of the Himalayas, on the east by Burma and the 
Bay of Bengal, on the south by the Indian Ocean, and on the 
west by the Arabian Sea, the Suiaiman and the Hindu Kush 
mountains. Thus situated, India forms a unit by itself, separat- 
ed as it is by nature from the rest of the world. And within 
its own boundaries, the country exhibits so many remarkable 
cliifcrenccs in ph^’sical features, fertility of soil, climate, pro- 
ducts, people, language and religion that it is often remarked 
as a continent rather than a country. 

The total area of the Indian Empire exceeds 1 , 800 , 000 . 
square miles. The length of the country from north to south 
is about 2,000 miles and 2,500 from east to west. India is thus 
a world in herself, being fifteen times as large as Great Britain 
and equal to the whole of Europe excepting Russia. It main- 
tains a population of 35*3 millions or, about ij) of the total 
v/orld population which is estimated to be 1850 millions. 
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Tlie coast-line of I/adia, -which is about 5,000 miles long, 
has a few natairai indentations and no good harbours and sea- 
ports. The inlets of India get choked with sand and become 
so .shnllo-'vv that they cannot serve the purpose of navigation. 
The important ports of India are Bombay, Karachi, Goa, Madras, 
Vizagapatani, Calcutta, Chittagong and Rangoon. Bombay is 
the only good natural harbour of India. Madras is an artiii- 
cial port constructed at enormous expense. The project of 
creating a harbour at Vizagapatam to supply an outlet for the 
undeveloped resources of a large fertile land adjacent to the 
east coast of India at first formulated by the Bengal Nagpur 
Railway, is now undertaken for construction by the Govern- 
ment of India. Calcutta has a well-situated harbour but the 
channel of the Hoogli is regularly dredged in order to keep it 
deep enough for the steamers. Rangoon is a natural harbour 
of Burma. Six-sevenths of India’s foreign trade is confined to 
the five ports of Calcutta, Bombay, Rangoon, Madras and 
Karachi. Thus, from the point of view of location, there are 
very great possibilities of India’s becoming a great distributing 
and clearing centre of -trade if land and sea-routes are fully 
developed and properly utilised. At present the total volume 
of trade cleared by these ports exceeds Rs. 9,000 crores. 

Climate and Rainfall 

From the climatic point of view India may broadly be di vid- 
ed into two divisions: (1) the Northern India which lies in the 
Temperate Zone, and (2) the Southern India which lies in the 
Torrid Zone. The former region exhibits greater variations in 
climatic conditions in different parts of the year and in differciit 
provinces. In Bengal and Assam, the winter is mild and the 
summer moderately hot. But as we move westward the severity 
of heat and cold gradually increases. In the north -we.stern part 
of the United Provinces and the Punjab we experience extreme 
heat and scorching winds like the blast of a furnace and the 
bitter cold in winter. Again, Upper Sindh, the Punjab and 
■western Rajputana are extremely dry, while the atmosphere of 
Assam and Bengal is always saturated with moisture. 

In the Southern India the : variations of temperature at 
different seasons are comparatively insignificant. It is warmer 
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on tiie v/est coast than on the east, and the iiiaximuni tempera- 
tiii'e is forind round the head o£ the Kistna river. The coasts 
Iv.ive a smaller range of temperature and the, atmosphere there 
is generallv cloudy. 

The climatic conditions influence the character, physique 
and occupation of the people to a considerable degree. Hard 
work and severe strain are very detrimental under our climatic 
conditions; certain tropical diseases, which are very much pecu- 
liar to India, take frequently a hea'i’y toll of population. 

The rainfall of India primarily depends upon the Monsoon 
climate which occurs around the Indian Ocean, especially in 
India and Burma. The rainy months of India can also be 
divided into two distinct divisions; (1) the South-West or 
summer Monsoon which blows from the middle of June to the 
middle of October. It is divided into two branches one pro- 
ceeding from the Arabian Sea, the other from the Bay of Bengal. 
The Arabian Sea Monsoon strikes the Western Ghats, gives them 
the heaviest rainfall about 100 inches in the year, crosses the 
Western Ghats only to deposit a little rainfall to the Deccan 
Table-land. A part of the vapour-laden clouds not checked 
by any mountains on the way comes to the Himalayas and the 
minor branch of the Arabian Sea Monsoon goes northv^ards and 
travels over Kathiav/ar, Sindh and Rajputana but owing to the 
high temperature and the absence of any mountainous regions it 
does not give any rain to these tracts. The main cause of poor 
rainfall in the interior of Peninsular India is that it lies in the 
'‘rain-shadow’ of the Western Ghats. The Bay of Bengal Mon- 
soon strikes with a great force the hills of Burma and Assam and 
torrential rainfall is experienced by these provinces, Cliera- 
piinjl in the Kashi Hills in Assam receives the full force of the 
Monsoon and experiences one of the heaviest rainfalls in the 
world amounting to >23 inches a year. The Monsoon being 
chedted by the lofty heights of the Himalayas travels along the 
Ganges Valley getting weaker and v/eaker as it travels westwards. 
(2) The North-East or winter Monsoon which turns round in 
January and February from the snow-covered tracts of the 
Himalayas and the Iranian Table-land collects some moisture and 
produces rains on the Lower-Himalayas, the Punjab, the United 
• Provinces’ and after crossing the sea deposits rains on die Madras 
10 
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, coast in Soutliem India. 

The Monsoon rainfail is very ixiiequally distributed. It is 
as high as 523 inches a year in the Clierapiinji Hills and as Joy/ 



as 7 inches a 3 '’ear in Sindh, Rajputana and the South-West 
Punjab. Again, the Western Ghats receive 100 inches of rain- 
faii front the South-West Monsoon; the centre of the Peninsula 
gets only 20 inches and in South Madras it is only 5 inches. 

The rainy season is, on the tvliole, regular bv!t the rains 
are uncertain as regards quantity. Rainfall in India is provi- 
dential in its character. In some years there are torrential 
rainfalls, vdiereas in others there is either a delay in the breaking 
out of the Monsoon or a partial failure of rains inflicting terrible 
miseries upon the poor cultivators. 

The importance of the Monsoon rainfall in the economy 
of a predominantly agricultural country like India cannot be 
over-emphasised as one inch more or less of rainfall is the only 
difference between the prosperity and the adversity of the agri- 
Giiiturai masses. Perhaps in no other region of the v/orld does 
the rainiali enter so much into every aspect of life as in. India. 
It not only affects agriculture proper, but trade and coninierce 
are largely dependent upon it while the finances of the country 
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are closely bound up witli the success or failure of crops. In 
fact, the general prosperity o£ the country depends upon the 
Monsoons and, the more so, upon the South-West Monsoon 
Y.'liicii accounts for nearly ninety per cent of the total rainfalL 

GEOGEJVPHICAL DIVISIONS OF INDIA 

Geographically speaking, India may be divided into four 
principal natural divisions: 

1. The Himalaya Mountain Region. 

2. The liido-Gangetic' Plain. 

3. The Deccan Plateau. 

4. The Coastal Strips. 

1 , Tlie Himalaya Mouiitain Region 

The Flimalayas or the abode of saoiu, some of v/hose peaks 
rise to a height of more than 29,000 feet, spread over a length 
of more than 1250 miles from the Indus in the north of Kashmir 
to the Brahmaputra in Upper Assam and form the impregnable 
northern boundary of India. They are not a single range but 
contain three parallel ranges in which every possible variety of 
climate and vegetation is met with. (/) The Inner Range runs 
in a sword-like curve and owing to its lofty heights it is per- 
petually found covered with snov/ which only melts during 
the summer and supplies water to the rivers when agricultural 
lands of India are most thirsty, it also checks the cold dry 
tvinds that blow over the tablelands of Tibet from coming to 
the Indo-Gangetic Plain; (ii) the Outer Range runs parallel to 
the Inner Range, Only some parts of it which are exceedingly 
high are found covered with snow, while the rest of it is covered 
with an inexhaustible store of forest trees; (i/i) the Sub- 
Himakyan Range consists of detached ranges of low hills raid 
is separated from the Outer Range by wide and deep valleys. 
The tvestern ofi'-slioots of the Plimalayas run from north to 
south which consists of the ITindukush, the Sulaiman and Kirthar 
niijun tains, thus shutting in the plains of India from Atghaniican 
and liaiuciustan. But there are many passes along these ranges, 
the chief being the Khyber, the Kurram, the Gomal and the 
Eolan, tlirough tvhich India’s land trade is carried on with 
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Persia, etc., and as .such their economic significance 
i? very great. The eastern off-shoots of the Himalayas contain 
no such important passes, but there are some trade routes across 
the Shan hills between Burma and China. Apart from their 
political significance as an impregnable barrier and their effect 
on the 3.iiorai and religious ideals of life of the pecplcj the 
Himalayas have considerably moulded the economic life of the 
country j>ossessmg the following economic advantages:-— 

(a) The lofty wall of the Himalayas checks the South- 
West Monsoon and forces it to deposit moisture on the plains 
.of India. 

(h) They are the perennial sources of the importa.n.t rivers 
like the Ganges, tlie Jumna, the Brahmaputra and the Indus 
which moisten the thirsty lands of the plains and endow the 
soil with inexhaustible fertility. Not only do these great rivers 
take their origin from the Himalayas but they are regularly fed 
in the dry and hot months of the year by water which is got 
by the melting of snow. 

(r) They have been characterised as the region of white-- 
cod in India, because they furnish us with an inexhaustible 
source of potential water-power. 

(d) They supply a great variety of animal and vegetable 
products. Valuable timber such as Pine, Deodar, Cliir, Oak, 
Sal, Fir, Bamboo, Blue Pine, and Spruce are available in these 
forests. A large variety of vegetables is also cultivated. Tea 
is lai*gcly grown in Assam, Darjeeling, Dehrad an and the Kangra 
Valley. Many kinds of fruits are also grown especially in 
Kashmir, Quetta and in the western districts of Peshawar. 
They arc also a storehouse of an inexhaustible supply^ of , fodder. 
Many kinds of minerals are also found within the bowels of 
the Himalayas. "Wild animals of the chase are not lacking in 
these forests. 

(t) The Himalayan forests exercise a beneficial c.fl”ect on 
the climate and temperature; they regulate and conserve the 
water supply and prevent the soil from being wasJied a'Way or 
denuded by flood-rivers in the rainy season. 

if) They provide many health resorts and captivating 
scenes to the tourists. 

is) Lastly, they obstruct , the cold dry wdnds that blow 
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over the Tibetan Plateau. 

{b) In the valley terrace cultivation is practised, 

2« Tlie Indo-Gangetic Main 

The Indo-Gangetic plain comprises the yalle^'-s of the Indus, 
the Ganges, the Brahmaputra, and their tributaries. It is a very 
fertile plain containing more than 5 00,000 square miles of area. 

The whole of the Indo-Gangetic Plain is alluvial i.e., its soil 
consists of hue mud and sand carried down by the mighty rivers 
and deposited on the low lying lands. The soil is very fertile 
and a considerable portion of it is renewed every year by floods. 

The level surface of the plains makes the rivers flow very slowly, 
enables the easy construction of roads, railways and canals and 
facilitates a more even distribution of fainfail, having no im- 
pediments to check the flow of the monsoon winds. The eastern ^ 

part of the plain irrigated by the Ganges and its tributaries and 
the Brahmaputra is the most productive area; while the north- i 

western part of the plain is made equally fertile by the construc- 
tion of a net work of canals taken out of the five rivers of the » 

Punjab. The Ganges and the Brahmaputra are also important i 

navigable rivers. Tea, jute, rice, oil-seeds, sugar-cane, millets, 
barley, cotton, and vriieat are the principal crops cultivated in 
this region. It is onl}^ on account of the astonishing fertility 
of the land that it is one of the most thickly agricultural popu- 
lated areas of the w^orld containing above two-thirds of the popu- 
lation of India, 

In spite of its high productivity there arc some dry tracts 
in it like the plains of Rajputana, arid wastes in the south-west 
of the Punjab, and the rainless tracts of Sindh. In such tracts 
very poor type of crops are cultivated and the population is 
very scanty. About two decades ago, the Punjab was a semi- 
desert tract but, now, by canalising the rivers the province has 
b(:come one of the most flourishmg W^-heat producing areas of 
India. 

Tlie Deccan Plateau. - 

This is a rugged plateau W’^hich comprises the whole of the 
peninsula except the narrow coast strips and is separated from 
the nortli by the Vindhva vsrirl i-l., c-w.— . 


iso 


FIRST APPROACH TO. ECONOMICS 


Vindliya range as the base, the Eastern and "Westeni Ghats as 
the tvvo sides, and Cape Comorin as the apex, the plateau 
resembles a triangle in shape. This region afrords many con- 
trasts in vegetation and reKef. . Instead of being flat and smooth 
it k a tableland of an average height of 1,500 feet. It is cut 
into a few deep and narrow valleys through which the peninsula 
is drained by the Mahanadi, the Godavari, the Kistiia, the 
Cauvery and the Vaigai rivers into the Bay of Bengal and by 
the Narbada and the Tapti into the Arabian Sea. Its rivers are 
very rapid and subject to many waterfalls and hence the}^ are 
of little use for navigation and irrigation. 

The soil of the region is not alluvial but rocky and varies 
greatly in character and fertility. There are porous and light 
soils on the upland and the slopes of hills, and thicker and 
darker-coloured soils in valleys. The chief vegetation of the 
tableland consists of rich forest trees such as . teak, sal, ebony, 
sandal-T/ood, cinchona and cocoa-nut palms. The chief agri- 
cultural products of this region are cotton, millets, oil-seeds, 
tea, coffee, tobacco, pulses, rice, spices and sugar-cane. Mineral 
products like coal, lime, iron, manganese, mica and gold are 
also found in good quantities. 

4. Tlie Coastal Strips 

'The coastal areas of India are the narrow strips of territory 
formed on both sides of the triangle of the plateau by the 
wearing down of the edges of this tableland into alluvial coastal 
plains.’ There is only a narrow belt of fertile land between 
the Western Ghats and the Arabian sea shore, about 40 miles 
wide stretching from the mouth of the Narbada to Cape Como- 
rin, a fact which makes penetration inland on this side from 
the sea difficult, and even the Monsoon clouds are compelled 
to deposit their moisture on the mountainous barrier, making 
the inland region peculiarly liable to droughts. 

The vegetation owing to the excessive rainfall and alluvial 
character of the soil is luxuriant. The principal products arc 
rice, bananas, cocoa-nuts, jack- fruits, spices, and cardamom. 
The eastern coast strip -which extends from the Ganges delta to 
Cape Comorin is considerably broader than the west coast strip. 
The level .surface of the region makes irrigation possible by 
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canals and aifords good many facilities for tlic construction o£ 
railways, Tlie region enriched by its rivers provides much low- 
lying fertile soil, supports a dense population equal to that of 
tive plains of the north. The climate is peculiarly different 
from other parts of India. It does not receive much rainfall 
from the summer monsoon but depends to a considerable degree 
upon the north-east Monsoons which deposit heavy moisture in 
the winter season. 

Tlie Variety of Soils in India ' 

The character and fertility of the soil is very important 
in the economy of an agricultural country as without a good 
soil v,’'e cannot raise cheap and luxuriant crops. The Indian 
soil may broadly be dhdded into three main divisions : 

(1) Alluvial Tracts. The deep alluvial tracts are the most 
extensive and agriculturally the most important. They occupy 
the greater portion of Sindh, Gujrat, Rajputana, the Punjab, 
the United Provinces, Bengal, extensive tracts in Assam and 
Burma, the Godavari, the Kistna and Tanjore districts of Mad- 
ras, and strips stretching along the eastern and the western 
coasts of the Peninsula. The alluvial soils differ in different 
parts of the coinitrjr as regards their physical and chemical pro- 
perties. Tlni-s in the north-v/estern India the soils are porous 
and dry and in some places sandy; in the United Provinces and 
Bihar and Orissa they are loamy and in Bengal they are more 
compact and moist, 

(2 ) The Deccan Trap Soil, The trap soil spreads through- 
out the Deccan and covers Berar and a greater part of the 
Bombay Presidency, Hyderabad, the Central Provinces and 
Kathiawar. On the uplands and slopes of hills the soils are 
porous and light, and are generally poor, but in the ]o^Yiands 
the soils arc more fertile. The black cotton soil occupies the 
area of the Deccan Trap in undulating or sloping situations, 
belovv^ the general level of the foot-hills. This soil is the out- 
come of the lava, which comes out with the volcanic erup- 
tions. It is dark in colour owing to its mineral contents, and 
especially suited to the cultivation of cotton. In summer the 
soil cracks by which the rain water is enabled to sink in its 
crevices, a process which proves most helpful in the retention 
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of molscure for iiiany months. It is only due to this tact that 
the soil is better suited for the B^aU crops, as in the rainy 
season the deep and sticky character of the soil sometimes makes 
cultivation a bit difficult. But Kharif crops are also raised in 
these soils, 

(3) The Crystallme Tract. The crystalline tract occu™ 
pies the lands of Mysore, a very large portion of Madras and 
portions of Bombay, Hyderabad, the Central Provinces, Orissa, 
Chota Nagpur and some tracts of Bengal, Central • India and 
Burma. These soils differ so much from one another in the 
different provinces in regard to their physical and chemical 
characteristics that it is hardly fair to put them in one class. 
They are generally deficient in the nitrates and phosphoric acid. 
The productivity of these soils varies considerably; on the up- 
lands they are usually sterile, such as the uplands of Mysore and 
Madras, and in the lowlands the soil is comparatively fertile. 
Rice is the chief crop in some parts where facilities of canal or 
tank irrigation are available. The reddish, brown or yellow-red 
soils of this foi'mation found in Belgaum, Dharv/ar, etc., are 
especially suited to the cultivation of fruit trees, particularly 
mangoes. 

“In the midst of these varying features, one characteristic 
is found to be common to almost all soils viz., their comparative 
dryness. This absence of moisture in the land makes the supply 
of water an absolute necessity for Indian Agriculture.” (P. 
Banerjee). 

The Soil Erosion in India 

The cutting away of soil particles by rain is called soil 
erosin. Several natural -agents like the sun, wind, rain, run- 
ning water, sea, etc., are responsible for the denudation of the 
land. Plcavy rain ’water, if it is not properly controlled, has 
a tendency to run off the surface without percolating into the. 
soil towards the drainage lines after washing away the tnost 
valuable and fine particles of soil and a large part of the organic 
matter. Soil erosion is affected by many factors: — 

(1) Concentration of rainfall. In India during the Mon- 
soons when heavy rainfall beats down on the surface of the 
earth and removes loose particles of the soil, the formation of 
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deep ravines is an estfibiislied fact. 

(2) Tbc general slope of the ground. Erosion lias more 
pronounced effects in the peninsukr parts of India specially the 
Central Provinces and Bundelkhand than in the aikivium of 
tJic Ganges, where the ground is flat. Nevertheless it is always 
taking place when the rain falls in torrents. In the plains 
owing to the flatness of the surface we meet with sheet erosion, 
in which the fine soil particles are washed aivay without being 
noticed from every part of the surface of the fields. 

(3) The licit me of the soiL On sm-iihs slopes exposed 
to the same rainfall, light open soils lose more silt than heavier 
loams. Heavy black cotton soils, which swell up when wetted, 
are probably not denuded so readily as the lighter soils found 
in peninsular India. The dry tracts are also affected by the 
water that rushes over them. 

The Great Loss 

The annual loss to agriculture as a result of soil erosion is 
incalculable. The gradual denudation of the soil and the orga- 
nic matter thereof is the real economic drain in India. The 
evil consequences of which are to be seen in the south of the 
Jumna in Bundelkhand, in the deep ravines formed on both 
sides of the Chambal in Dholpur and Gwalior States, etc., where 
even armies can safely hide themselves without being found out. 
Even in tbe great alluvial plains of India where at first sight 
the ground seems to be perfectly flat, the damage is considerable. 
The left bank of the Jumna has lost thousands of acres of fertile 
land owing to the formation of a mischievous network of 
ravines, which produce little more than a crop of grass during 
rainy seasons. In the United Provinces alone the actual total 
area of these ravines is about millions of acres and is constantly 
increasing and if unchecked will eventually prove disastrous 
consequences to our agricultural industry. "Villages,” Mr. A., 
Elowards observes, "which at one time were surrounded by fer- 
tile fields, now lie in a network of useless gullies.” Every year 
incalculable amout of productive soil is being washed out to 
the ever-hungry oceans through these ravines. 

Secondly, as a result of the torrential nature of our rainfall, 
the water rushes violently along the drainage lines without bein^ 
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soaked by the soil, which has resulted in the lowering oi the 
sub-soil water leyel, so that the waterlevel of the wells has gone 
down causing iiardships and inconveniences to the agriculturist 

ill a niiniberless ways.. 

Lastly, Tvatcr-logging is often associated with erosion v/liich 
causes a great Joss to available nitrogen and a destruction oi: the 
porosity of subsoil resulting in the low yield and poor quality 
of the produce. 

Preverition of Erosion 

Both v/ater-logging and erosion take place v/hen the run 
off is not properly managed and the water is allowed to gain 
velocity and strength on its v^'ay to the drainage lines. Some 
methods are within the easy means of cultivators. They should 
cultivate their fields during the hot weather before the advent 
of the Monsoon rainfall in order to prevent them from the cut- 
ting action of the rain or the running water. The well- 
ploughed and thirsty surface of the soil will absorb much of 
the early rains and check the eroding action of the running 
water. Secondly, the intensity of the erosion will be lessened 
on slopy grounds if they are ploughed perpendicularly to the 
slope. Again, the erosion can be prevented by an afforestation 
at the head and sides of the ravines as the roots of trees bind 
the particles of the soil together and their foliage protect the soil 
from the heavy bursts of rain. 

A Embankments though absolutely necessary where other 
methods of controlling the erosion have failed present many 
difficulties, c,g., heavy expenditui'cs, expert engineering skill, etc. 
The Indian cultivator is poor and ignorant and too slow to 
appreciate the value of any change except by actual demonstra- 
tion. Government advice backed by monetary support is neces- 
sary for the successful erection of embankments and drainage 
■projects. 

PRODUCTS OF LAND 

Area of , eultivate.ci and n-ncnltiYat ed land an India 

Total . . 68,76 lakhs acres 

Total area in Indian States . . 1,96 „ 

Total area in British India . . 66,80 „ 
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Net area cultivated 
Current fallov/s 
Culturable waste 
Net available for cultivation 


22,69 lakhs ac: 

. 5 9 ’> ^ 

-'j'-*- 55 

15,42 

14,46 

8,98 


Area u-iider Food and Non-food Crops 

Total area sown . . 259 

Area under food crops (unshaded) . . 212 

Area under non-food crops (shaded) . . 46 


. . 259-1 million acres 

, . 212-6 

. . 46-6 


RlCL 


25-1 
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The products of land can conveniently be studied under 
three different divisions: — 

1. Agricultural. 

2. Mineral 

3. Forest. 
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Transplanting rice seedlings from the nursery 
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Agricultural Products 

Agriculture is die most preponderant industry of India; 
about 70 per cent of lier population, depends directly on agii- 
cuiture and of the rural population nearly 90 per cent is direedy 
or indirectly related to this premier national industry. The food 
crops occupy the most important place among the ngriculturai 
products, which cover nearly four-fifths of the total area sown, 
but the non-food and commercial crops have also evinced a ten- 
dency to increase in area owdng to its high world prices. The 
annual cost of the agricultural produce has been estimrs-ted at a 
little iov/cr than 1,200 crores of rupees. 

There are two crops taken out of the soil in two agricul- 
tural seasons, viz,, the Kharif, or the summer crop, and the Rabl, 
or the winter crop. As the Kbarif crops require a plcntifui 
supply of water, they are sown at the beginning of the south- 
west monsoons and harvested between September and October. 
The Rahi crops, which need less rainfall, are usually sown in 
October and harvested in spring (March and April) . During 
the hottest months of May and June when the wdiole country 
is scorched with the western winds, the land is allov/ed to rest. 
The raising of crops depends much upon the character and the 
fertility of the soil. 

Ag.ricultural products may broadly be classified under two 
heads: — (A) Food crops and (B) non-food crops. 

A* Food Crops 

(/) Rice is the principal crop of India as k forms the staple 
food of the most of the people of the country, and it occupies 
about 30 per cent, of the total cultivated area. It is an aquatic 
plant and flourishes most in those areas where climate is hot 
and damp, soil is deep and fertile, and rains are abundant and 
assured. The provinces in which rice is grown in large quaiiti- 
ti.es are Bengal, Burma, Bihar and Orissa, Assam, Madras, Bom- 
bay and in those areas of the United Provinces, the Central 
Provinces and the Punjab which receive a sufficient and assured 
auantit}'' of rainfall. Bengal produces more than the half of 
the total produce. India’s contribution to world production of 
rice is about 40 per cent. But the entire produce of rice is 
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consumed in India and it is not exported to any foreign country. 

There are innumerable, varieties' of rice ranging fro3n very 
iiiie to very coarse one. In Bengal there are two main harvests. 
In Madras three crops are raised in one year where canal irriga- 
tlcn is possible. In other provinces there is only one crop, 
wliich is a Kharif one. The acreage under rice is more than 
79 ‘5 mihion acres with a total yield of about 34 mill; on tons of 
cleaned rice. The yield per acre compare very unfavour- 
abl'y with the production in other countries. If improvements 
are made in its cultivation, the value, of rice produce would be 
more than 700 crores of rupees. 

(ii) Wheat stands next to rice. It covers about 25*7 
million acres of land or nearly 10 per cent, of the total cultivated 
area with a total yield of more than 10 million tons of wheat. 
It requires alluvial soils, cool climate at the time of sowing, 
slight rain at intervals, warm and di*]/ climate during the ripen- 
ing months. Light clays and heavy soil loams are tlie most 
suitable for its cultivation. Almost in every province of India 
cultivation of v/lieat is practised, but the Punjab, the United 
Provinces, the Central Provinces, E.ajputana, Bihar raid Orissa 
and Bombay produce it in great quantities. The United Pro- 
vinces and the Punjab account for nearly two-thirds of the total 
area and tlirce-'foiirths of the total yield. 

\\7ith the exception of U. S. A. and Russia, India is the 
largest v/hcat prcduccr in the v/orld. India experts wheat 
chiedy to England through the port of Karacha; but in recent 
years there has been a marked tendency of decrease of wheat 
exports. The quality of wheat is considerably enhanced by the 
improved qualities of wh.cat such as Pusa No. 12 variety, intro- 
duced by the Agricultural Department. The total area under 
improved 'varieties of wheat is now about 5 million acres. The 
surplus available for export purposes is never very large. 
About i 5 per cent, of the annual yiskl goes out of the country 
chiefly to the United Kingdom. It is estimated that the exten- 
sion of irrigation, the rapid means of transport and the intro- 
duction of better ouality of seed will increase the Indian yield 
of wheat per acre to a great extent. 

The average yield per acre in India and in certain other 
countries is : — 
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, lbs. 

India 
U. S. A. 

Canada 
Australia 
Argentine 
Europe 
Russia 

A sum of Rs. COYz crorcs represented the total hypothetical 
value of the Indian wheat crop based on the production in the 
year 1935-36, calculated on an average price of Rs. 2-6-0 per 
maund obtainable in the up-country markets. 

(?ii) Barley is a Rabi crop and is cultivated and harvested 
along with the wheat crop. It is grown to a small extent all 
over India but chiefly in the United Provinces and the Punjab. 
It is used as food both for man and cattle. It is mainly a food 
crop of the j^oorer classes and a small quantity is exported out- 
side. The area under cultivation is about 7 million acres. 

(iv) Mate requires a warm climate with abundant and 
frequent mins. In the initial stages of its growth, heavy rain- 
fall is almost fatal; it Is sown, in the month of June or July with 
the conmiencement of monsoon rains and harvested after a lapse 
of about two months. It is grown practically all over India, 
but in the United Provinces it is an important crop and forms 
a staple food of the poor population. 

(v) Milkis. There are several varieties of this crop, the 
chief being jowar, Imjra, and raglyimr which are grown exten- 
sively in almost every part of India. They are used both by 
men and cattle and in some of the drier parts of India they form 
the staple .food of the people. They do not need as thorough 
a cultivation as wheat and are rarely manured, although joii'ar 
responds ha.ndsomcly to high manuring. They do not require 
much water and can even flourish in those areas where the rain- 
fall is as low as 20 inches. The crop is generally sown in tiic 
beginning of the monsoon, but jo war is both a Khar if and a 
Rabi crop. It is often grown mixed with the summer pulses, 
especially arhar, which stands in the field for the wdiole of the 
year and is harvested along with the Rabi crops. Bajra is a 
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dry crop and grown extensively in Madras, Bombay, Rajpntana, 
the Central 3?rovinces and in the western districts of the United 
Provinces. It is the mainstay of the population in very dry 
tracts of India. Ragijmr is the principal food of Mysore, Mad- 
ras and the adjoining districts of Hyderabad. 

(vi) Pulses. 'They are commonly grown throughout 
India in great variety and. form at once the backbone of the 
agriculture, since even the present moderate degree of soil ferti- 
lity could not be maintained without leguminous rotations and 
a primary necessity in the food of a vegetarian population.’ 
The pulse-crop is believed by agriculture chemists to be a good 
fertiliser, as the deep-rooted plants deposit nitrogen in the soil 
thus recuperating the lost properties of the soil considerably. 
The principal varieties of pulse-crops are chana (gram), arhar, 
urd, mung, mash, inasoor, eLn.6. kalai. They are of universal 
consumption in India and are chiefly raised in the United Pro- 
vinces, the Punjab, Bombay, the Central Provinces, Bihar and 
Orissa, and Bengal. 

{vu) Fruits and Yegetables. India has so much diversity 
of elevation, climate, soil and rainfall that there is no vegetable 
product of temperate, sub-tropical, and tropical zones which 
cannot flourish here. The importance of fruits and vegetables 
in the dietary of Indian people who are mostly vegetarians is 
very great. India grows a variety of fruits such as mangoes, 
pears, grapes, peaches, apricots, strawberries, etc. There is also 
grown a large variety of vegetables and edible roots like potatoes, 
brinjals, cabbages, tomatoes, cauliflower, onions, garlic, ginger, 
turmeric, radish and turnips. The market for vegetables and 
fruits is comparatively limited owing to their perishable nature. 
But it is hoped that with the dawn of horticultural knowledge 
among the people, development of transport and the provision 
of cold-storage facilities, 'a new era of abundant supply of fruits 
and vegetables’ will set in. Condiments and spices are chiefly 
grown in the extreme south of India on the Malabar coast and 
in Travancore. Pepper, chillies, cardamom, cinnamon, and 
cloves are some of the noted spices of India. 

(viH) Sugar. Sugar-cane is an indigeiioits plant of India 
which requires alluvial soil and an abundant supply of water. 
The climatic conditions necessary for the growth of sugar-cane 
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are a long warm season, a good rainfall and a good soil of aver- 
age fertility. 'Where the supply of rainfall is scanty, artihcial 
irricration is necessary for its cultivation. It is chiefly grown 
in the United Provinces, the Punjab, Bihar and Orissa and 
Bengal, The crop is usually planted from 'March to April, not 
by seeds but fi“om cuttings, and is harvested from November 
to February. It is a perennial plant and one plant bears shoots 
for many years but since its output diminishes, it proves eco- 
nomical to renew the plants every two or three years or even 
annually. 

India, until recently a large importer of sugar, is neverthe- 
less one of the most important sugar-cane growing and sugar 
consuming countries in the world, the area under the crop being 
above 4*J million acres — a little less than half the world acreage 
producing sugar-cane. We not only consume the entire quan- 
tity of raw and refined sugar produced in our country, but also 
import a large quantity of foreign sugar. With the grant of 
protection by the Sugar Industry Protection Act of 1932, a 
definite incentive to the increase in canc cultivation by modern 
methods has been given. The old varieties of cane like ‘Dhaur,’ 
*Chun* and 'AngoP have been replaced by Coimbatore, Orissa 
and Java varieties. The sugar-cane industry owes a great deal of 
its progress to the work of sugar-cane breeding stations, but still 
the yield of canc per acre in India is much less than in Japan, 
Mauritius, Java, Cuba and liawaii. There is still a very 
great scope for further improvements in cane cultivation. 
It is hoped that the newly constituted Imperlai Institute 
of Sugar Technology and the funds granted by the Imperial 
Council of Research for breeding improved varieties of cane 
and for dealing with the diseases of sugar-cane will make 
India produce more svtgar than it requires for home consump- 
tion. People have already begun to show some concern at the 
alarming expansion of acreage under canc cultivation. The 
Sugar Committee has recently decided to start the proper sugar 
marketing survey, to adopt the zone system for each factory 
and to carry on a number of research experiments. 

B» Non-Food Crops 

(i) Cotton occupies a very important position among the 
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commercial and the export crops of India. It is a sub-tropical 
crop rind requires a peculiar kind of soil. A brilliant sunshine, 
a liglit soil with lime, which can retain moisture for a consider- 
able period, are the favourable conditions for its growth. The 
black cotton soil of the Deccan, which consists of deep dense 
clay, is most suitable for its raising. The plains of Gujarat and 
Kathiawar, the highlands of the Deccan, the Central Provinces 
and Bcrar, Hyderabad, Central India, Sindh, the Tinnevelly, 
Madura, Coimbatore and a few other districts of Madras, the 
United Provinces and the Punjab are the principal cotton pro- 
ducing tracts in India. About half of the total produce is 
raised from the black cotton soil of the Deccan. There are two 
main crops, the early crop and the later crop, the former is 
mainly grown in the Central and the Northern India while 
the later in the Southern and the 'Western India. Thus it is grown 
from March to August and harvested from October to April. 

The quality of cotton produced in India is inferior and the 
yield per acre is also less to that grown in the United States and 
Egypt. In India it is £90 per acre, but in the United States 
and Egypt it is £200 and £400 respectively. India produces 
short-staple cotton, which is not very much suitable for spin- 
ning high count yarns. But now ejfforts are being made by the 
Agricultural Department to introduce long-staple cotton in 
India and to improve the quality and yield of Indian cotton. 
Although the efforts to cultivate Egyptian cotton in Sindh failed, 
yet the American cotton is being successfully cultivated in 
Bombay, the Punjab and the United Provinces. To check 
the vsystematic deterioration of Indian cotton and to improve its 
marketing conditions, the Indian Central Cotton Committee 
was appointed in 1921. Under its control and direction the 
quantity and the quality of cotton grown here has improved. 
The total area under cotton is about 1 5 million acres and the 
total, output is more than 6 million bales of cotton of £400 each. 
Our mills arc consuming more than 45 per cent, of the yield and 
are producing about S50 million lbs. of yarns per year, 

India has always been a large exporter of raw cotton to 
foreign countries and nearly half of the total produce is exported 
annually to Japan, China and the continent of Europe, but 
now owing to the trade depression the total export is being 
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mncli lessened. 

(/i) Jiitc is tlic next iniportant fibre after cotton and 
occupies about 3 million acres of land. It rcquirct; moist and 
alluvial soil which remains submerged under water v/iicre tl'ic 
plants arc growing. Thus its production is confined maiidy to 
Bengal, Assam, Bihar and Orissa. The soil is enr!che<l by al hi vial 
deposits brought by river inundation and is thus made suitable 
for the growth of this exhausting croj) without any manure. 
It is a Khar if crop being sown from March to May and harvested 
in the months of August and September. In. the fertile valleys 
of the United Provinces about 2938 acres have come under jute 
cultivation. India exports jute both in raw and manufactured 
state. The United Kingdom, Germany, Spain, France, Japan, 
China, the United States, Italy and Belgium are the chief cus- 
tomers of India. The value of jute exported to these countries 
exceeds Rs. 72 crores. 

{Hi) OH-Scvih. There are several kinds of oil-seeds e.g., 
linseed, sesamum, rape and mustard, ground-nut, cocoa-nut, 
castor, cotton seed, w-owfrf, niger, coriander, cummin, ajwan„ 
and kariU which are grown in Bengal, Bombay, the Central Pro- 
vinces and Madras; elsewhere they arc grown as mixed crops; 
and arc raised both as Kabi and Kharif crops. They form im- 
portant crops in every part of India and are put to many 
different uses. Linseed is a crop mainly raised f(.)r oil. It 
is largely exported to foreign countries. Its cake is used both 
as a fodder and a manure. 

Sesamum or fi’/, a Kharif crop heing sown in July :ind har- 
vested in November or December, is largely exp(.Hted .for soap 
making purposes. It is also used for food purposes. Burma 
and the United Provinces are the principal growei's of it. 
Ground-nuts are chiefly cultivated in Madras and Boml.xry, and 
have shown striking expansion in recent years. Raj^c a,nd 
mustard arc llabi crops which cover about 6*88 million acres o.f 
land, including 2*68 million acres in the United Provinces, on 
which mixed crop is raised. Cocoa-nuts are important sources 
of oil and much possibilities are awaiting its full development. 
Caster-seed is also important because the cri silk-worms arc 
reared on its leaf. It is sown in the beginning of the Monsoon 
i*ains a.nd harvested from January to February, 
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Economically, the export trade in oil- seeds is very harmful 
as their export not only robs us of oil but also of the cake which 
is so necessarily required for cattle and manuring and conse- 
quently ways and means should be sought to put an end to 
their export. 

{w) Tea flourishes most in warm, moderately damp and 
fairly equable climates. The tea plant requires constant shower 
of rains but docs not like to remain in water for long and, there- 
fore, well drained hilly slopes are the best sites for its cultivation. 
It is chiefly cultivated in Assam, Bengal, Nilgiri Hills, Kangra 
Valley and Dehradun. India is a serious rival to China in tea 
production and has ousted Chinese tea from the English and 
European markets. The consumption, export and production 
in India have greatly increased due to the keen interest and 
efforts of the Indian Tea Association. The tea industry is 
mostly in the hands of Europeans. 

(v) Coffee. It requires moderately mild climate, heavy 
rainfall and well-drained slopy hills. Its cultivation is mainly 
confined to Mysore, Coorg, Travancore, and some parts of Mad- 
ras. It is sown and transplanted in the rainy season. After 
three years of its transplantation, the plant bears fruits and ripe 
ones are collected from October to January every succeeding 
year. After going through many manufacturing processes — 
pulping, fermenting, drying, milling and winnowing, etc. — 
coffee is prepared out of these ripe fruits. But owing to the 
keen competition with the cheap Braziliian coffee, the Indian 
coffee industry has been hit very hard. Areas once growing 
coffee are now planted with tea shrubs. 

(I’i) Indigo. It is chiefly cultivated in Madras, Bihar and 
Orissa, the United Provinces and Bombay. India has been 
growing indigo from very ancient times and for many decades 
in the nineteenth century India led the van of indigo trade in 
the world market. But the introduction of synthetic indigo in 
'1897 almost proved fatal to our indigo industry from the effects 
of which it is not yet fully recovered. Now-a-days Bihar is 
the most important from the point of foreign trade and it is 
here that the dye is systematically extracted and marked under 
European supervision. The bulk of indigo produced in Bihar 
factories is exported from Calcutta. 
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{vi}) Tobacco floiuislies in those areas where the soil is 
most alkivial, and well-drained. The chief provinces siotecl for 
tobacco cultivation arc Bengal, Burma, Bihar, the United Pro- 
vinces, the Punjab, Bombay, Madras and Central India. 
Half tb.e recorded area under tobacco is in Bengal, but the 
province takes no share in the higher grade manufacture. The 
greater part of tobacco grown in India is intended for bukhxi 
smoking and is coarse and heavy in flavour. But recently there 
have been some important developments in the production of 
superior type of tobacco for commercial purposes. Madras and 
Bihar arc showing great improvement in the manufacture of 
cigars. 

{vin) Opium. At one time it was a very flourishing 
industry of India and was cultivated widely in Bihar, the United 
Provinces, and many native states such as Indore, Gwalior, 
Bhopal, Mewar and Baroda. But the area under this crop has 
been considerably reduced owing to the stoppage of opium 
export to China. In recent years its internal consumption has 
been also controlled and discouraged. At the present day the 
cultivation of poppy is mainly confined to Bihar and some eastern 
districts of the United Provinces. 

(ix) Cinchona. It flourishes most in cool climates and 
is mainly cultivated in Darjeeling and the Nilgiri Hills on 
slopes with plentiful supply of water. Qumine is produced 
fr(}ra cinchona which is largely used in preventing and curing 
malorial fever. It is a government monopoly. 

2> Miner al Trodttcts ■ 

It has now been definitely ascertained that the mineral 
potentialities of India arc quite sufficient to maintain most of 
her 'key’ industries. "The feature that stands out most pro- 
minently in a survey of the mineral resources of India is tlie 
fact that while striking progress has been made in recent years 
in opening out deposits from which products are obtained suit- 
able for export, or for' consumption in the country by what 
may be called direct processes, very little has hitherto been done 
to develop those minerals that are associated with the more 
complicated metallurgical and chemical industries. But in the 
past such was not always the case with India. Sbe could once 
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market alum, the various alkaline compounds, copper, lead, steel, 
and iron of the famous Delhi Pillar type, nitre, borax, etc. But 
the cheap European methods of metallurgical and chemical 
operations aided by low sea-freights and increased facility for 
distribution by the spreading network of railways have driven 
her out from the arena of competition. Now a country like 
India must be content to pay the burden of imports until in- 
dustries arise demanding a sufficient number of chemical pro- 
ducts to complete an economic cycle, and India does, in fact, 
import at present large quantities of metal and mineral pro- 
ducts while possessing in many cases the mineral resources 
required to supply the demands in question. There is thus 
great scope for the development of mineral industries for supply- 
ing the internal requirements of the country quite apart from 
markets that might be found abroad.” 

(i) Coal. India possesses vast possibilities in coal deposits 
which, unfortunately, are concentrated in one zone called the 
Gondwana system, and the chief coal-fields being Jherria, 
Ranceganj, Giridih and Barakar. The other less significant 
mines, contributing only 20 per cent of the total output are 
found in the Punjab, Baluchistan, Rajputana and Assam. 

The coal industry in India is of a very recent growth. 
The introduction of railways created a demand for cheap coal 
and led to the opening up of several coal-fields during the 
second half of the nineteenth century. But due to the uneven 
distribution and the inferior quality of our coal, the expansion 
of coal industry is greatly handicapped. The poor quality of 
coal is not at all suitable for making coke which is so necessary 
in the production of steel. As a result of its concentration 
mainly in Bengal, Bihar and Orissa coupled with the high rates 
of railway transportation, the Bombay millowners are compelled 
to liave recourse to the South African coal or coal imported 
from Germany and England. If improved and economical 
meajas are devised in mining it is expected that India will easily 
meet her growing demand for coal. The total output is near 
about 36 million tons valued at Rs. 10 crores. Railways alone 
consume about 34 per cent of the total production. The rapid 
increase of production of coal flooded the inland markets and 
caused a serious depression in the coal industry. The govern- 
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ment met the situation by levying a protection duty on imported 
coal and by adopting measures to recapture the overseas markets. 
To popiiiarh'.c soft coke as a domestic fuel, the Indian Soft C<)he 
Gess Committee was appointed. ■ 
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of the iron deposits are those that occur in the ‘Iron. Belt’ of 
Singhbhum and the Keoiijhar, Bonaigarh and Mayurbhanj states 
of Orissa;, wliicli contain 'a range of iron ore running almost 
continuously for forty miles.’ Tlic tracts are estimated to 
coiitaia no less than 2,800,000,000 tons of ore. 

Early attempts to establish a successful iron and steel in- 
dustry on the European model proved abortive. The first suc- 
cessful concern may be said to date when in 1874, the Barakar 
Iron Works started their operations on the Jherria coal-fields. 
Later on in 1914, J. N. Tata the giant industrialist of India, 
inaugurated the Tata Iron and Steel Company at Sakchi. Steel 
was first manufactured in India by the Tata Iron and Steel 
Company. The war gave stimulus to the industry, though 
it had to face after the termination of the war a fierce com- 
petition from the imported steel coming in the Indian market 
at very cheap rates,. The proximity of coal-fields and iron- 
deposits in Bihar and Orissa is of an inestimable advantage for 
the successful working of the iron and steel industries of India 
as this is enjoyed by very few countries in the world. For the 
rapid and successful industrialization of the country the deve- 
lopment of iron industry is an indispensable factor. 

(m) Petroleum. There are two distinct oil-bearing areas 
in India on either side of the Himalayan arc; the one on the 
east, and by far the most important, includes Assam and- 
Burma and the islands of the Arakan coast, contributing 95 
per cent of the total output; the other on the west includes the 
[Punjab and Baluchistan. The most successful oil-fields are 
found in the Irrawady Valley in Burma, from which nine- tenths 
of the indigenous petroleum is obtained. It is also believed that 
the Burma oil fields are on the point of exhaustion. India has 
to import every year huge quantities of kerosene oil especially 
from Russia and the United States in spite of the marked 
increase in its production. 

(iv) Gold. Almost the whole of the Indian output of 
gold comes from the Kolar Gold Fields in Mysore. It is also 
produced at Hutti in Hyderabad State, in the Dbarwar district 
of Bombay and the Anantapur fields of Madras. The output 
of the Kolar Gold Fields is on the decline. It is estimated to 
be 3 lakhs fine ounces of gold. 
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(v) Manganese is a very valuable mineral wbicli is requii'ccl 
largely by steel and glass manufacturers. The industry dates 
from 1892 when quarrying began in Viicagapatam in. the Madras 
Presidency. In 1900-1901 the rich deposits in the Central Prt)- 
vinces were quarried, which now yield a large ciu:unii.y of ore 
than the Vizagapatam mines. The most important de[>osits 
occur in Bihar and Orissa, Bombay, the Central Provinces, 
Madras and Mysore. India now ranks second in the list of 
manganese ore producing countries, but a major portion of it is 
exported to outside countries. 

(vi) Mica. It is found in Bibar and Plazaribagb, Mongbyr 
and Gaya, in the Nellore districts of the Madras Presidency and 
in Ajmer-Mcrwara and other states of Rajputana. India has 
for many years been the leading producer of mica with an out- 
put of more than tbree-fiftbs of the world’s total It is put 
to diverse uses and is mainly used in the electric industry as an 
insulating medium, \Vitb the development of this industry the 
demand for mica has also increased. India exports it mainly to 
the United States and the United Kingdon.u 

(vil) Saltpetre. At one time India possessed a practical 
monopoly in the supply of saltpet.rc which is so important in 
the manufacture of explosives and chemical manure, but now 
its production is on the decline owing to the discovery of large 
deposits of sodium nitrate in Chile in South America. 

(viii) Zinc, The. most important deposit of zinc ore is 
that of Bawdw.in in the Shan States of Burma, Akhough zinc 
ores have received but very little attention, in India for the past 
B.fty years, yet there are many prospects of India’s becoming 
an important producer of zinc ores. The Bawdwiii depos,lts 
arc very rich and if fully worked, India will not only supply 
her own demand but large amount of zinc will be available for 
export. 

(ix) Salt. The consumption of .salt is gradually increas- 
ing in India and is now about 17,11,348 tons a year. It is 
obtained by three important methods in India. About 60 per 
cent of the total output is obtained by evaporation of sea water 
on coasts of Bombay, Madras and Burma. Another source of 
salt is the Sambhar Lake in Rajputana. The third sm.u'cc of 
Sait is the Salt Range and the Kohat mines in the Punjab, wbich 
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are believeci to be very rich and practically inexhaustible. Its 
manufacture is solely in the hands of the Government of India, 
though private companies are allowed to manufacture it on 
certain terms and conditions. 

The other mineral products exploited on a commercial basis 
arc tin, copper, chromite, lead, silver, aluminium, nickel, gyp- 
sum, potash, gem stones, rubies, diamonds, wolfram and sul- 
phur, amongst which some are very important for the develop- 
ment of metallurgical and chemical industries. 

. Forests • 

The forest vegetation of a country is largely dependent 
upon rainfall and elevation; where the temperature is high and 
rainfall abundant, evergreen forests are found, but in propor- 
tion as either of these conditions is wanting they become scanty 
and stunted. It is for these reasons that tropical countries 
with great heat and extreme moisture arc covered with dense 
forests. 

India is not unfavourably situated as regards the abundance 
and variety of her natural forests which cover more than 22,600 
square miles in area. Broadly speaking, the following main 
types of forests may be distinguished. 

(z) Evergreen Forests. These occur in regions of very 
heavy rainfall, such as on the slopes of the Western Ghats, the 
eastern Sub-Himalayan tract and the coast districts of Burma 
and Chittagong and are characterised by the great variety and 
luxuriance of their vegetation. 

(/V) The Decidnotts Forests, in which most of the trees are 
leafless for a portion of the year, occupy the large areas of the 
Sub-Himalayan tract, the Peninsula and Burma comprising 
considerably teak and sal trees. 

(//i) Hill Forests. In these forests the vegetation varies 
considerably according to elevation and rainfall. In the. north- 
western Himalayas the chief timber tree is the deodar which 
occurs most commonly at an elevation of 6,000 to 8,000 feet, 
and in association with oaks or blue pine towards its upper limit 
the deodar merges into very large areas of spruce and silver fir 
while below it arc found extensive forests of the long-needled 
pine which is tapped for resin. On the eastern Himalayas in 
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Assam and Burma the Hli forests possess oak, magnolias, while 
Assam and Burma are covered' in the dense Kliasia pine at the 
elevation of 5,000 to 7,000 feet. 

(h’) Arhl-coimlry VoreUs, They are mostly iVmnd in 
S’indli, Rajputana, Baluchistan and the south, of the Punjab. 
The rii.imbcr of species is few and the produce is !nsi;;nificant. 
The only important t,rce of these dry tracts is ImhuL 

(vj IJiford or Tidal Forests occur on the sea coasts ajid 
along tidal creeks. The impGrtant trees are the mangrove or 
the sundries. 

Utility of Forests 

Undoubtedly, the importance of forests in the economy of 
an agricaltural country like India can hardly he exaggerated 
where the benefits derived from them are so manifold. They 
exercise a tremendous influence on economic conditions both 
directly and indirectly. 

Indirectly, forest trees transpire enormous quanlities of 
moisture which reduces the temperature of the atmosphere in 
hot climates thus producing an effect of equalising temperature. 
They have been also called regulators of rainfall, because by 
reducing the temperature of air they cause condensation. ^ They 
act as a storage of rain water in the soil and raise the sub-soil 
water level of the earth and produce a more constant feeding of 
springs and rivers in the summer season, ■ They, by regulating 
the courses of rivers, prevent flooding of water, erosion of the 
soil and denudation of rocks. They sujq.dy rich leaf mould 
which fertilises the soil, and forms one of the cheapest manures 
available for the former in the vicinity of forests. They reduce 
the velocity of air currents and protect the adjoiivlng fields 
against cold and dry winds. In short, "Porcsts are national 
asscsts and civilisation is in urgent need of them. Mot only do 
they provide supplies of timber, produce other raw materials 
and incidentally give a revenue to the State, but their indirect 
advantages are even more important.” 

The direct advantages of forests are very valuable inasmuch 
as they supply us a number of valuable forest products such as 
timbers, fibres, grasses, drugs, spices, rubber, bamboos, dyes and 
tans Upon which depend the successful working of so many 
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manufacturing industries of India. They supply grazing 
grounds for cattle. 

India possesses an inexhaustible forest wealth and if neces- 
sary amount of knowledge and enterprise, capital and other 
requisites of production are available, there are chances of India’s 
becoming a leading industrial country in her manufactured 
forest products. The extensive reservoir of timbers and grasses 
can be successfully exploited by starting of resin, rubber, match, 
turpentine and catechu industries. It is because of these incal- 
culable advantageous services that every civilised State has taken 
special measures for the preservation, protection and artificial 
growth of forests. The income derived from these forests by 
Government is near about 2 crores of rupees and in view of 
the vast area under forests the amount is inadequate. Germany 
with a smaller forest area earns more than 20 times than India. 

ClassrficatioB and Administration of Forests 

The extensive forests in India are owned and managed by 
the State and for administrative purposes they have been classi- 
fied into three distinct divisions— mi’m'd, protected, and tin- 
classed, according to the degree of control exercised by the State 
on forests. 

The reserved forests are solely under the control of the 
Government and are intended to be maintained permanently on 
climatic and physical grounds or for the supply of valuable 
timbers for commercial purposes. "In the case of protected 
forests, the local government has power to close a portion for a 
limited period, to reserve particular trees, or classes of trees, and 
to prohibit or regulate the removal of forest produce, the clear- 
ing of land, and the pasturing of cattle. The protected forest 
may be cither in a state of transition to reserves, or intended to 
j'cmain permanently in the second class.” The only difference 
between the two classes of forests is that in the protected forests 
tlie control is not so stringent as in the reserved forests. In the 
case of unclassed forests, there are very few restrictions for the 
use of the public. There are about 2,500 species of trees of 
which the most important and valuable is teak. 

In ordej^ to put a stop to the reckless destruction of forests 
and for their proper maintenance, conservation and better uti- 
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Hsation, tlie Government have instituted the Forest Department. 
The Inspector-General of Forests is the Head of the Forest 
Department and is the technical adviser to the Government of 
India in matters relating to forest. The main functions of the 
department arc to conserve, replant the forest trees and to im- 
prove their yielding capacity and to demonstrate their commer- 
cial value for industrial exploitation. For the promotion of 
research work a forest Research Institute was established in 1,906, 
and as a result of its efforts many valuable investigations have 
been undertaken and steady progress is being registered in scien- 
tific and practical knowledge which should ultimately lead to the 
fuller and better utilization of the raw products yielded by 
Indian forests. There are five main branches of research namely 
Sylviculture, Forest Botany, Forest Economic Products, Ento- 
mology and Chemistry, each branch being in charge of a re- 
search officer. One of the most important results of research 
has been to demonstrate that bamboo can be utilized for the 
manufacture of paper pulp, in addition to grasses like Sahai and 
Bhabar which have already been exploited in many paper mills 
of India. Improvement in the means of transport and com- 
munication, together with the proper afforestation and sylvi- 
culture schemes, will go a long way in increasing the potentiali- 
ties of forests of India and will help the development of many 
forest industries, which are yet very backward and mostly in a 
semi-developed state. 

SOURCES OF POWER 

From times immemorial man has felt the indispensableness 
of pressing into his service some external power, in order to 
assist him in the production of wealth. Although human power 
has been used from the very infancy of creation, yet it is very 
limited, nay ridiculously insignificant to operate heavy imple- 
ments and, therefore, the muscular energy of cattle was sought 
in its stead. 

India, being an agricultural country has been using cattle 
power for drawing ploughs and carts, crushing cane and seeds, 
lifting water from wells, and threshing grain for centuries un- 
known. The entire agricultural operations in the country, are 
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being carried on by draught cattle and practically no motive 
power is employed. Hence the importance of cattle power in 
India is beyond question and any improvement in the quality 
of animals will surely increase the efficiency of agriculture. As 
the productive operations in the industrial economy become 
heavier and more complicated, the necessity of using some 
motive power or energy obtained from nature becomes more im- 
perative. By power we mean any mechanical energy which 
helps in propelling engines and machinery. 

One of the essential conditions of the successful industrial 
development is the provision of cheap motive power. Today, 
the success of manufacturing industries in any country is largely 
governed by the cheap availability of natural resources for 
generating energy. In spite of the disadvantage in not having 
even distribution of different sources of power, India is cap- 
able of generating sufficient amount of energy for her present 
needs. The principal sources of power available in India are 
coal, wood-fuel, oil, wind and water. 

(1) Coal is still the most important source of power in 
India and extensively utilised for generating steam. Most of the 
manufacturing industries in India are worked by steam and prac- 
tically the whole of our railways are driven by steam-engines. 
Coal has one great drawback in India as a source of power. 
Owing to its concentration in the Gondwaiia coal-fields the 
transporting charges to the big industrial centres in the far-off 
provinces are very high with this consequence that they increase 
the cost of production of the finished commodities to a consi- 
derable degree. The Indian coal can be used cheaply and con- 
veniently only by the Bengal jute and the Bihar iron and steel 
industries which are in the vicinity of coal mines. 

(2) Wood -fuel can also be utilised to generate energy but 
owing to many extravagant methods involved in its operation, 
it is not much availed of. As the forests are easily exhaustible 
unless they arc rc-a;fIorcstcd on a comprehensive scale, it is not 
expedient to utilise them for this purpose because it will result 
in a reckless destruction ultimately detrimental to the better 
interests of the country in a variety of ways. 

(3) OIL For driving light machines like oil-engines, 
motor-cars, and buses, oil is a very important source of power. 
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The most successful oil-fields are nearing their exhaustion and 
therefore, the. need of careful economy in their expioitatio.n has 
been insisted upon, tience, it is not a promising source of 
power and much reliance cannot be placed on it. 

(4) Wind -power. This power is very helpful to the agri- 
culturists in the winnowing of crops, such as wheat., barley, rice, 
millets, pulses, oil-seeds etc. cultivators usually stand on stools 
and drop the thrashed crop from die above when the corn and 
chaff are separated, the latter being taken away at some distance 
by the force of the wind. It is also used for lifting water. 
It can be advantageously employed in mills with smaller wheels 
and lighter machines. The chief defects with the wind-power 
are that it is periodic and uncertain nor can it drive the heavy 
machinery. The value of wind-power in India is very small, 
because of the lightness of the prevailing winds except along the 
sea-coast and on the Deccan uplands. 

(5) Water-power. The limited supplies of coal, wood and 
oil fuel and the world’s increasing demand for them necessitated 
people to discover the possibilities of utilising water for the 
generation of electricity as a cheap and efficient source of energy. 
The discovery of hydro-electricity opened up a new vista and 
has brought about an unprecedented change in the structure 
of the industrial society. India promises to be one of the 
leading countries of the world in regard to the development of 
hydro-electric power and a great push-forward ha.s been given 
to the development of hydro-electric projects in our country. 
Tile crying need of India is the provision of cheap and efficient 
power which is the keynote of successful industrial develop- 
ment. Our country is gifted with vast potentialities of wmter- 
power and its transmission by electricity offers good opportuni- 
ties for supplying larger quantities of power at cheaper rates 
in all parts of India. 

Hydro-Electric Schemes in India 

Mysore Installation. This hydro-electric scheme was in- 
augurated on the Cauvery river, in Mysore State at Sivasamiid- 
ram in 1902 with the main object of supplying power to the 
Kolar gold-fields. Electricity generated at Sivasamudram is 
transmitted 92 miles to the gold-fields at Kolar. It was for a 
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Electrifying cattle feed with the hope that there 
will be a greater yield of milk 
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long time the .longest electrical power transmission line in the 
world. Current is also sent to Bangalore, 59 miles away, where 
it is used both for inclnstrial and lighting purposes. 

Kashmir Project. Subsequently, the Kashmir Durbar 
utilized the Jhelurn river by installing a plant near Baraniulla, 
\vhicli is capable of generating 20,000 units of electrical horse- 
power. The power is used by the State Silk Factory for moving 
the machinery and heating purposes. The greater part of Sri- 
nagar city is electrically lighted and the demand for pov/er is 
constantly on the increase. 

Tata Hydro-electric Schemes. The greatest water-power 
undertakings in India are, however, the Tata hydro-clectric 
schemes on the Western Ghats, recently brought to fruition 
for the supply of power in the city of Bombay. They mark a 
fjig step forward in the industrial development of India. The 
first scheme was started in 1915 in the neighbourhood of 
Lonavla above the Bhor Ghat. "The rainfall is stored in three 
lakes at Lonavla, Walwham and Sliirawta, whence it is conveyed 
in masonary canals to the fore bay or receiving reservoir. The 
pov/cr-honse is at Khopoli, at the foot of the Ghats, whither the 
stored water is conveyed through pipes, the fall being one of 
1,725 feet. In falling from this height the water develops a 
pressure of 7 5 0 lbs. per square inch and with this force drives 
the turbines or water-w'^heels.” Originally, the scheme con- 
templated to generate only 30,000 electrical horse-power, but 
the increasing demand necessitated an extension of Shirav/ta 
dam, wdiich increased the capacity to more than 40,000 horsc- 
pov7cr. 

Another scheme, called the Andhra Valley Scheme is 
calculated to generate 1,00,000 horse-power which will be con- 
sumed by Tramway Company, and also by the Harbour Branch 
mid Borabay-Kalyan section of the G. I. P. Railway for the 
■first stage of their electrification scheme. A third project under 
the name of the N’J'la-Mula Scheme is notv complete. After 
damnving the valleys of the Nila' and the Miila rivers a big 
lake having a.n area of sixteen square miles has been formed 
at Mulslii, out of which water is made to fall from a height of 
1,750 feet at Bhira power-house. It is calculated to supfdy 
150,000 electrical horse-power which will be absorbed by -mills, 
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factories and local areas not yet electrified in Bombay and 
suburbs as well as by tlie B. B. & G. I. and the G. I Ih Railways. 
Another big project is contemplated by Messrs. Tata in the huge 
valley of the Koyna river which is calculated to genci'atc 5 50,000 
horse-power for developing clectro-chemical industries near tlie 
power installation. When fully utilised and in complete work- 
ing order, the hydro-electricity will not only remove the. great 
handicap of dear power from which Bombay has hitherto been 
subject to, but will bring an appreciable saving in industrial 
cost and a considerable economy of fuel, and also improve the 
general tone of the public health by the conspicuous absence of 
dirt, soot and smoke — the dear associates of coal and oik 

The Ganges Canal Hydro-electric Schemes. Recent in- 
vestigations have evinced fair prospects for the development of 
water-power in the United Provinces and the Ganges Canal 



Hydro-electric Project has been undertaken to supply cheap 
power for lighting and industrial purposes by means of the 'grid 
system/ Apart from employing the Ganges canal for irrigar- 
ing the land, it has been further utilised in generating electric 
power for lighting, industrial and agricultural purpose.s. On 
the canal about ten falls have been considered suitable for 
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generating elcct-ticity, out of wliich six have been already deve- 
loped and are supplying more than 15,000 Kilowatts of electrical 
pov/er. The important power stations are Bliira, Sumera, 
Bahadurabad, Palra, Cliitaura and Mohammadpur. The pro- 
posed schemes likely to be completed by the year 1941 have a 
potential generating capacity of over 2,800 kilowatts. The 
electric power is conveyed by overhead lines to all the big towns 
in the districts of Saharanpur, Muzaffarnagar, Meerut, Bijnore, 
hloradabad, Bulandshahr, Aligarh, Nagina, Hathras, Badaun, 
Etah, Muttra and Agra. 

State tube-wells have been constructed for ensuring a re- 
gular supply of water to agriculturists in those areas which 
hitherto suffered from the shortage of artificial means of irriga- 
tion. It has been planned to construct about 474 tube-wells 
in the district of Moradabad, 237 in Meerut and Bulandshahr, 
107 in Bijnore and about 400 in Badaim. The Grid electricity, 
besides being useful and convenient to cultivators in their agri- 
cultural operations as a cheap source of power, lias also greatly 
helped the development of minor industries as it is now trans- 
mitted to about 100 towns of the districts mentioned above. 

The Man-di Project in the Punjab, The Mandi Project 
utilises the snow-fed waters of the Uhl river, a tributary of the 
Beas, which joins the latter in Mandi State about five miles east 
of Mandi town. The scheme has been formulated in three 
stages. The first stage of the project, which is now complete, 
will generate 48,000 horse-power which will be supplied to 
Lyailpur and Ferozpur. In the second stage, by the construc- 
tion of a dam the electrical output would be doubled. In the 
last stpge an additional amount of 64,000 horse-pov/cr will be 
generated and the transmission of power will be extended to 
Shara.npur, etc. 

Madras also offers many favourable sites for hydro-elcctric 
projects; of these one on the Pykara river in the Nilgris known 
as the Pykara Hydro-elcctric Scheme was com[3leted in 1932 by 
the Madras Government. The Mettur Hydro-elcctric Scncme 
which was recently completed by the Madras Government pro- 
vides electrical energy to many important cities in Madras Presi- 
dency, Assam has sufficient power for supplying the needs of its 
tea industries. In Bihar and Orissa and the Central Provinces 
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1-b'jrc iii’c only moderate possibilities of development. Bengal Iras 
water-power in its Himalayaii area, 

Akliongli so mncli progress lias been made, yet a very 
sjnali fraction of the country’s water-povrer is, at present, being 
utilised. The estimates show that only 2 jacr cent of her water- 
power is used while the rest is still running to waste. The one 
great: dilliculty that we have to encounter in the generation, of 
power in India is fhc initial iK’nvy cost of insfalhi/ion owing io 
the samnal character of rainfall. Means have been devised, to 
cheapen the cost. The hydro-eicctric schemes have been com- 
bined with important irrigation projects, “the water being .first 
itsed to drive the turbines at the generating stations and then 
distributed over the fields.” 

Effects on the Economic Activities of the People 

Let us, in brief, describe the general possible effects upon 
the economic activities of the people in the country. Indeed, 
there is a great future before the country, for cheap motive 
power will not only expedite the industrial development in 
urban as well as in rural centres, but also bring a considerable 
improvement in the rural conditions of India. 

The introduction of cheap electrical power in the rural 
areas is fraught with vast potentialities for the progressive deve- 
lopment of agriculture. Electrical power, above anything else, 
will solve the water problem by the installation of tube- wells 
driven by current thus removing the problem of drought al- 
together, which is a terrible scourge to our agriculturists and 
responsible to a great extent for their fatalistic tendencies. .Al- 
though at present the hydro-electric distribution is in its in- 
fancy, yet it is not unduly optimistic to expect in the .not-too- 
distant future, an average cultivator of sound economic position 
together with a proper equipment of scientific knowledge of 
cultivation receiving his supply of electric current for driving 
his machinery in the different processes of agriculture such as 
tilling, levelling, sowing, reaping, threshing and winnowing etc., 
and effecting an appreciable reduction in the costs of cultiva- 
tion. It is very doubtful whether the petty farmers would 
derive any advantage of cheap power owing to the lieavy initial 
cost incurred in the employment of improved type of machines 
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for itgiiciilcural operations, tut none die less it is sure to make 
die rural population “electrically-mindecl.” 

Tlic small cottage industries worked by cheap power will 
flourish side by side in rural areas with large-scale industries in 
large industrial centres, where they have to entail additional 
costs in transporting raw materials from the rural areas for 
manufacture and in sending back for sale their finished com- 
modities. It will greatly facilitate the decentralisation of in- 
dustries — the undue concentration of which in few big cities 
at present is a great source of many of their difficulties, spe- 
cially in connection with labour supply and housing. 

It is also increasingly realised that cheap fares in conse- 
quence of cheap pov/er on the electrified suburban railways and 
tramways for the removal of the surplus population from the 
congested cities will bring a real social gain in the shape of the 
improved health of the people. The cities of today enveloped 
in thick and foul smoke, overladen with soot and dust and 
surrounded with stifling atmosphere will be a thing of the past 
with the gradual adoption of the hydro-electric power. 

Animfil Resources 

India abounds in a large variety of wild and domestic 
animals. The extensive forests of India shelter multifarious 
wild animals and numerous species of birds providing an ex- 
cellent game for hunters and fowlers. The domestic animals 
are an indispensable factor in the agricukural economy of India. 
Tiie bullocl.s and the male bujffaloes are the most important 
for agricultural purposes ranging from the ploughing of the field 
to the threshing of the corn. The cow and the she-btiffalo 
are mainly prized ns supplying milk and dairy products which 
are necessary food articles in a vegetarian diet. G«)at and sheep 
provide us with milk, mutton and wool. Horses, ponies, 
donkey, camels and elephants ■ are useful animals of burden and 
arc considerably used in differeiit parts of India. Other im- 
portant by-products of animals are tusks, bristles, horns, fat and 
bones which arc of great economic value. 

The following table will show the population of live-stock 
in British India and Native States. 
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British India in lalihs 

Native States 
in lakhs 

Cows, bulls and buffaloes 

1520 i 

1410 

Sheep and goats .. .. 

350 

280 

Horses, donkeys and mules . , 

■30 

" ',,10 ■ ■ . , 

1 ' , " ■ , 't.' 

Camels . . . . . . . . 

. ■■ ■ 

2. 

.V'd. 'km 

Total . . 

1902 

1705 


Looking over the above figures, it is not difficult to find 
out that our cattle supply per 100 acres of land is very high as 
compared to other countries, while in terms of the population 
of this country our live-stock is 74 per 100 people as compared 
to 500 of United Kingdom, 160 of Australia and 490 of Uru- 
guay j but it must be admitted that our stock of domestic 
animals is slowly deteriorating to the great detriment of the 
agricultural industry in India. Diminished grounds for graz- 
ing, insufficient fodder crops, slaughter of prime cows and 
absence of facilities for better breeding and cattle-rearing have 
jointly and separately brought about this undesirable state of 
our cattle. It is an imperative necessity not only in the in- 
terests of the agricultural industry but also of the people of 
the country that the above noted defects should be removed to 
improve the quality of the cattle. This matter is now receiving 
the attention of the Imperial Council of Research. The present 
Viceroy of India is taking a very keen interest in improving the 
quality of the breed of cattle and to solve the problem of millt 
supply in the country. 

Piscicttltiife 

Of the aquatic products fish forms an important food 
product especially in provinces like Bengal, Bihar and Orissa, 
Assam, Burma and the coast strips of, the Peninsula, Vv’here "it 
supplies the people with the nitrogenous elements in their diet, 
elsewhere obtained by the use of pulses.” But the fisheries of 
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India in spite of dieir potential resources as yet yield a mere 
fraction of what they could if they were exploited on scientific 
basis. The chief distinguishing feature of our fishing industry 
is that it is regarded as a low occupation and universally rele- 
gated to low-castc people who are extremely averse from chang- 
ing their primitive methods of catching the fish owing to their 
want of education, lack of capital and extreme conservatism. 
As the fish provides us a delicious type of food, an organised 
exploitation of the enormous resources is absolutely necessary 
along modern scientific methods. 

The hladras Government was first to take the initiative and 
^ct up a distinct Fisheries Department vdiose activities have 
greatly expanded since its inception. The main efforts of the 
Government are directed towards improving the professional 
knowledge of the sea-going fishermen. Fish-curing is practised 
extensively everywhere on the Madras coast and the develop- 
ment of this industry is due primarily to the sincere efforts of 
the Department of Fisheries. In Bihar and Orissa fishing is 
extensively practised in small rivulets, estuaries of rivers and 
swamps. Bengal is enormously rich in fisher}^ wealth and in 
every tank or Jhcel of the village fish is regularly reared. It is 
a necessary item in the diet of about 80 per cent of the people 
living ill Bengal. Calcutta alone consumes over 4 lakhs maunds 
annually. In this undeveloped state of fisheries when they are 
most crudely exploited about 9 lakhs of people are engaged in 
catching and selling fish in Bengal. The Bengal Fisheries Depart- 
ment is making some efforts to improve the propagation of fish 
and the lot of fishermen with a view to free them from the 
oppression of the mahajans (fish contractors and middlemen) 
by organizing them into a number of fishermen’s co-operative 
societies. 

If Bengal’s fisheries are mainly confined to inland v/aters, 
those of the Bombay Presidency excepting Sindh where fish is 
abundantly found in inland waters, are mainly found on the 
coast line of the sea. In Burma the fisheries being the mono- 
poly of the Government yield a large amount of revenue to the 
province and therefore they are regarded by some as one of the 
most important sources of national wealth. 

High-class capitalists have always fought shy of mixing 
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T/itli t.hc ioT/-caste fishermen to assist in the development of the 
Indian fisheries. The present condition of the industry is such 
that the initiative to uplift and educate the fishing comniiiuity 
and to introduce the modern improvements in the industry-j 
must be talcen by the Government. 



CHAPTER XII 


LABOUR 

'Wliat Labour Means? 

Labour, in Economics, includes all human cfi'ort, of body 
or mind, ■which is directed to the production of 'Vy'ealth, Jevons 
has thus defined it, "Labour is effort, bodily or mental, put forth 
by human beings, not exclusively for the sake of the pleasure 
immediately associated therewith but partly or wholly, with a 
view to the attainment of some ulterior object.” 

According to this definition, only human exertion is labour 
which is undergone with the object of creating some utility or 
rendering , some service measurable in terms of money, whereas 
the work done by animals such as horses, camels, etc., is not 
classed as labour in Economics. All those exertions v/hich arc 
undertaken by men merely for the sake of amusement and 
pleasure such as in singing, swimming, playing and walldng arc 
not regarded as labour in spite of their casual or ancillary 
advantages. 

In Economics, only those exertions which are undergone 
with the object of getting some remuneration and which must 
result in the creation of wealth are termed as labour. A son 
who serves his father out of his parental aifcction cannot be 
called a labourer and as such his services cannot be classed as 
labour. A tourist who climbs a mountain simply to enjoy its 
beautiful landscapes is not a labourer, but the guide who climbs 
in the expectation of some reward is a labourer. If we are to 
cJasslty any exertion as labour we should see v/hether it results 
in the creation of wealth in a form which may be utilised to 
satisfy some human want. Accordingly, the labour of a thief, 
a gambler, a swindler, a mendicant cannot become economic for 
all these groups of persons sirnply try to get things av/ay from 
others, without adding any utility to them. 

The work put forth by persons is of very different kinds; 
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unskilled labour requires more of pliysical strengtli and is mainly 
ineclinnical while skilled labour is that which requires the use 
of niearal faculties of intelligence, discrimination and judgment, 
in some professions both kinds of labour is required, though 
tire predominance of the one may be quite apparent. TJic 
lal^onr of domestic servants, peons, ordinary labourers employed 
for digging earth or engaged in other professions requiring no 
.skill is unskilled, while that of doctors, lawyers, engineers, 
accountants, carpenters, etc., is skilled, because the latter have 
imdergone a course of special training for doing their work. 

The word labour is often used to denote the labourers 
themselves, and no ambiguity is felt in using the term ‘labour’ 
for the term 'labourers’ because labour is inseparable from the 
labourer. We often hear people speaking that labour is cheap 
or dear meaning thereby that labourers are cheap or dear. 

Productive and Unproductive Labour 

There has been much controversy among the economists 
over these two forms of productive and unproductive labour. 
For instance, one of the earlier groups of French economists or, 
physiocrats, as they are called, believed that only that kind of 
labour is productive which is devoted to the production of agji- 
cultural crops and minerals. Adam Smith and John Stuart 
Mill believed all those eiforts to be productive which are cm- 
bodied in material objects and as such they regarded the labour 
of the public officials and professional men, whose efforts do 
not contribute any tangible results, as unproductive. Smith 
defined unproductive labour in the following words; "All 
works which perish in the very instance of their performance 
and seldom leave any trace or value behind them, for which 
an equal quantity of service could afterwards be procured, arc 
unproductive wmi-ks.” Their main contention was that the 
labour of domestic servants, lawyers, judges, policemen, actors, 
teachers, etc. d>d not result in the creation, of fresh wealth and 
as such their labour was called unproductive. 

But the modern economists do not draw any such arbitrary 
line between these two forms of labour. According to our 
definition any kind of labour which produces economic utility 
irrespective of its forms is a productive labour. "Broadly,” says 
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Chapman, "all is productive laboiir, which yields, or is intended 
to yield, something of value; it embraces all services which v-e 
are prepared to pay for.” Only that labour is unproductive 
which fails to produce any utility. Again to quote the same 
learned writer, if a company started to cut a canal but was 
afterwards compelled to desist because the project was not 
feasible, the labour already expended would be as unproductive. 
Secondly, the labour of thieves and dacoits, swindlers and pick- 
pockets, pirates, etc. is also called unproductive because their 
labour docs not result in the creation of nciv wealth, but it is 
solely directed towards misappropriation of wealth produced 
already by the members of the community. 

Malthusiaii Doctrine of Population 

Towards the end of the eighteenth century Malthus, the 
famous English scholar of History and Political Economy, pro- 
pounded his doctrine of population which although true in 
essentials is subject to criticism. He was induced to formulate 
this theory because in consequence of the Napoleonic wars and 
the gradual emergence of Industrial Revolution when everything 
was in a topsy-turvy state — ^unemployment and poverty being 
rampant — he believed that great and unconquerable difiicuities 
lie in the way of further improvement of society owing to the 
power of population to increase at a much faster rate than the 
power of earth to produce food for man. Malthus, in the 
second edition of his '^^An Essay on the Principles of Population” 
laid down the three following propositions with regard to the 
growth of population. 

1. “There is a tendency of population to increase faster 
tban the means of subsistence.” After regarding carefully the 
economic condition of the different countries he writes that 
“every people of v/hosc history we have a trustworthy record has 
been so prolific that the growth of its numbers would have been 
rapid and continuous if it had not been checked either by a 
scarcity of the necessaries of life or by some other cause, that is, 
by disease'; by war, by infanticide, or lastly, by voluntary res- 
traint.” He thought that population, when unchecked increases 
in geometrical progression i.e., in the ratio of 1, 2, 4, 8, 16, 32, 
6'4, 128 etc., and that the means of stibsistencc increase only in 
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anthmetical progression, i.e., in. the ratio o£ 1, 2, 3, 4, 5, o, 7, 
S etc. Popiilatioxi in all countries, he observed, tend.s to out- 
strip the .nieiins of subsistencer ■ 

2. ''Popuiation invariably increases when the rucans oi: 
subsistence increase, unless prevented by powerful and obvious 
checks/’ Certainly, if there .is an increase tn the .food supply, 
the.n, with the existing standard of living that country can 
support a larger number of people than before. 

3. "The checks which keep the population down to the 
level with the means of subsistence” are positive and preventive. 

(i) Positive checks are those wbich owing to insuiheient 
nourishment, inadequate clothing and improper housing increase 
the death-rate and immediately reduce the size of population, 
e.g., infanticide, famines, diseases, cannibalism, starvation, war, 
etc. 

(rV) Preventive chcck'i arc those which help in the diminu- 
tion of birth-rate and ultimately reduce the number, e.g,, moral 
restraint such as postponement of marriage. He, by his per- 
sonal observation, came to the conclusion that if population were 
allowed to grow unchecked nature will cut it down, by positive 
checks and the fast growing population will perish miserably 
owing to epidemics and wars. He therefore, fearing the" 
frightful increase of population, urged people to exercise pre- 
ventive checks as "the positive checks only excite new growth, 
just as the grass that is mown grows all the more rapidly after- 
wards.” The most efficacious preventive check, according to 
Adalthus, is moral restraint. By moral restraint Maltlms meant: 
restraint from marriage from prudential motives, with a con- 
duct strictly moral during the period of this restraint. 

Qualifications of the Malthusian. Doctrine ■ 

History -tortainly has not confirmed the fears of Malthus. 
The Malthusian doctrine of population has been a subject of 
much serious and searcliing inquiry, but the laws enunciated by 
hini still hold good with slight modifications. "The laws still 're- 
main in tact, but the conclusions which he drew from them 
were unwarranted.” His mathematical formula relating to 
the ratios of increase of population and that of food is no 
longer held good. From a study of the economic history of 
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diffcrecit countries after the Industrial Revolution since when 
the population has shown a tremendous increase, it is more than 
clear that countries which have shown a considerable increase 
in population have correspondingly increased in their wealth 
and prosperity and no shortage of food has been felt by most 
of them in spite of a large increase in population. In fact, 
Ahilthus at that period could not foresee the possibilities of 
gigantic improvements in the means of communication and 
transport ns a result of -wliicli enormous food supplies can be 

I of plenty to those of scarcity, and 
I aiford to support a large popnla- 
turing goods and exchanging them 
other countries. Today a country 
iicli larger population than its total 
als, provided it produces sufficient 
:he satisfaction of its food require- 
oday, as Moreland writes, "is no 
ent food to support the population 
t of prodlicing sufficient wealth to 
)d that is required.” 
i and economic advancement of a 
mt in the standard of living of its 
DWth of population has shown a 
:y advance of society, and parti- 
ion, brings a greater insistence on a 
[nd thus the size of the average 
■age income increases.” Thus, the 
on the increase of population and 
) Recount those socio-economic con- 
^^fedownMic growth of popula- 


ypEmchded the postponc- 

l/As a c^ck’'^^^^^:essive growth of popu- 
¥y in wealth production. But 

'Consid-^i ^^^Sife icable for an effective check 
(wdiich sanction the use 
^^o^j^^^feicial methods of birth-control) 
piifeded for adoption which are now too much 
^rcssVe countries. 
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The Maltliiisiaii law of population is operating to a certain, 
extent in the case of India. "S^Tth the establishment of peace 
and security guaranteed by the hand of a strong govenimenr, 
the populatloii has shown a tremendous rise during lialf a 
century past in spite of all the vicissitudes of nature. In order 
to meet the growing needs of the increased population evci’y 
oiTort has been made to increase the total food supply of the 
country by bringing more land under cultivation with better 
system of farmingj irrigation, etc. But notwithstanding these 
attempts the population has outstripped the means of sustenance 
and a vast section of Indian population remains .ill-fed and ill- 
clothed throughout the year. Diseases, a high rate of morta- 
lity, short longevity of life, feuds and strifes are some of the 
consequential results of ill-nourishment. The remedy lies in 
increasing the total wealth of India and in the adoption of 
preventive checks against an excessive growth of population. 

Efficiency o£ Labour 

Efficiency of labour denotes the capacity of a worker to 
produce relatively larger amount, or better kind of work or 
both in a given space of time. It must be reiterated that the 
efficiency of one factor depends on the efficiency of other factors 
with which it is combined in production. Efficiency of labour 
depends “partly on the employer and partly on the employed, 
parti}'- on the organisation, and partly on individual eflort, partly 
on the tools, machines, etc., with which the worker is supplied 
and partly on his own skill and industry in making use of 
them.” Thus the subject of productiveness or efficiency of 
labour resolves itself into two; wliat factors go to promote the 
personal efficiency of labourer? And, how does the improved 
organization of the employer contribute to the efficiency of 
labour? Let us -first consider only those personal factors which 
a fl eet the productive efficiency of labourers. 

Physical Sfrengtk From the viewpoint of production of 
material wealth, physical strength or 'physical vigour’ which in- 
cludes such qualities as muscular strength, a good constitution 
and energetic habits, is of extreme importance. People, who 
are endowed with a sound health, a good constitution and a 
longevity produce much more wealth than those whose length. 



of life is shorter and subject to constant inroads of the erosive 
diseases. The cfEciency of workers is influenced by their phy- 
sical environment to a considerable degree. Racial character- 
istics are largely the heritage of climatic and physical conditions, 
lixtremes of climate, whether too hot or too cold, are not con- 
ducive to hard work; a warm climate saps the vitality of the 
people and makes the application of sustained efforts well-nigh 
impossible while cooler climate in the temperate zone are be- 
lieved to stimulate physical vigour enabling the people to put 
in more sustained labour. Besides these basic factors in deter- 
mining the productive efficiency of a race, the standard of living 
of the worker and that of his parents and social customs greatly 
count in productiveness. Ill-nourished, ill-trained, ill-clothed 
and ill-housed children of overworked, weak, weary, indigent 
and despondent parents are sure to prove inefficient workers in 
the long run. A proper supply of nutritious food prepared and 
taken in conformity with the economic and dietetic principles 
tends to increase the efficiency of the labourers. After food, 
sufficient clothing, adequate shelter, fresh air, healthy amuse- 
ments and regular physical exercise are necessary factors in order 
to bring about labourers to an efficient state. A good rest is 
essential for the proper development of the productive capaci- 
ties of workpeople, as overwork of every kind brings weariness 
and lowers vitality and is greatly detrimental to the efficiency 
of the labouring classes. Intemperate habits should be eschewed 
as they arc fatal to any serious physical exertion. The sanitary 
conditions of the houses and the healthy environments of the 
workshops having all the possible amenities of life within their 
precincts wherein labour power works for a major portion of 
the day also tend to raise the industrial efficiency of the 
workers. 

Infellccttid Strength. Intellectual fitness in modern times 
is as essential as the physical fitness for the efficiency of labour 
and its importance relatively increases as that of the physical 
streiigtii decreases with the introduction of machinery. In- 
tellectual strength is largely the result of education — general and 
technical. General education imparted in the schools besides 
providing an elementary knowledge of many things 'affords the 
means of that wider intercourse which leads to breadth and 
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elasticity of mind’ even after the abandonment of school eclu- 
crition. " It develoj^s iinaginative faculties of men, quickens the 
faculties of observation, promotes clearness of mind, sharpesis 
the faculties of discrimination and accurate judgment, engenders 
;ui optimistic viet>/ of life and enables them to grasp quickly and 
iiitelhgently intricate problems arising in this work-a-ckvy v/orkk 
Good cchicatioa of tlie worker is an indispensable factor in Ins 
efncienc)^ as its direct and indirect results are higldy beneficial 
to him. This intellectual equipment is largely the result of 
social advancement and the stage of civilisation found within 
a community. The inefficiency of Indian labourers may largely 
be attributed to the want of education; without a good system 
of education it is idle to expect any increase in the industrial 
efficiency. Technical education or training which is imparted 
by different technical institutions suited to the particular re- 
quirements of an occupation, has assumed a position of extreme 
importance in the modern industrial economy. It aims to give 
a full command over the difficult and delicate processes of 
machine production and imparts that artistic skill and know- 
ledge which is extremely useful in a particular occupation. The , 
absence of technical institutions and the lack of specialised ability 
required for the special branches of productive activities is a 
great handicap in the efficiency of Indian workmen. 

Moral strength. Moral qualities such as honesty, punc- 
tuality, industry, self-respect and self-reliance, considerably pro- 
mote the productivity of a labourer. Even if a labourer is pro- 
perly equipped both physically and intellectually the amount of 
work that he performs depends on his will and the desire to 
work. If the worker possesses a good moral character, if he 
realises his responsibility in faithfully discharging his allotted 
task in a given space of time, and if he is not a shirker bat works 
vigorously unmindful of the master’s presence or absence, lie 
is sure to prove himself as the most capable and efficient pro- 
ducer. The will power or moral strength may be considerably 
improved by a judicious combination of general and technical 
education of the workers. Marshall regards hopefulness, free- 
dom and change as essential requisites for the moral strength. 

Let us now answer the second question — employers 
can contribute efficiency?” 
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Efiicient organisation under modern methods of prodiic- 
t.’on counts a good deal in the maintenance and improvement 
of tlie industrial efficiency of the workers. Laboitr under ini- 
p;.'tfcct organization and careless management would result in a 
relative waste. Each w'^orker should be entrusted with a task 
best suited to his aptitude and training in order to secure maxi- 
iriani of results with the minimum of labour. The efficiency 
of dif/cxent factors of production is interdependent and the way 
in vzhich labour factor is combined with other factors of pro- 
duction in order to bring most fruitful results out of a certain 
fixed quantity of effort is the sole concern of the efiicient orga- 
nisation. The delicate and costly machines should be assigned 
to the care of the skilled labour otherwise its productive effi- 
ciency v/ould receive a serious setback if it is called upon to 
operate poor and out-of-date machines. By introducing several 
''welfare schemes’ inside and outside the 'V’^orkshop or the factory 
tlic enlightened employers and organisers try to stimulate the 
physical mental and moral activities of their workpeople. 

,.TIie Supply of Lafoo-ar 

A country’s productivity depends ultimately upon the 
total availability of its labour force. But it is not merely the 
numerical strength that constitutes the labour power of a country 
for, as is clear, a well-organised group of hundred labourers in 
a factory contributes its quota to production much more than 
similar disorganised group w^anting in those physical, mental and 
moral capacities v/hich are found in the former group. There- 
fore, efficiency or productive capacity is another important 
factor which determines the volume of labour force in a country. 
That is why, in some countries a few number of efficient la- 
boiu'ers produce large amounts of wealth' with greater ease in 
tlic same or less time than countries vzith much larger popula- 
th’jriS can do. A third factor which also partly determines the 
supply of labour is the aggregate number of hours during which 
labourers arc put to work. As a rule, if the labourers work 
for a larger period of time, provided that efficiency is not pro- 
portionately impaired by the long hours of work, their activity 
would result in a larger amount of produce than those who work 
for shorter hours. 
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Thus the main factors which determine the supply of labour 

in a particular country arc the following: — 

L The number of labourers. 

2. The quality or productive efficiency of labourers, 

3. The number of their working hours. 

The number of labourers depends upon the size of the 
population which in return is afTected by (/) the blrtli-raie,, 
(Ji) the death-rate, {Hi) immigration, and (ir) emigration. 
Obviously, if the number of birth exceeds the number of deaths 
at a certain period of time, the dilicrence will constitute a 
natui'ai increase in the supply of labour of that country. The 
birth-rate in a country depends to a considerable degree upon its 
climatic conditions, upon the social customs and traditions with 
regard to marriage, and upon the kind of standard of living 
commonly observed in that country. In India the birth-rate 
is exceptionally high owing to a hot climate, the social sanction 
for a married life at an early age, and a low standard of life 
met within the country. A high standard of living has a 
tendency to check oif any abnormal increase in population. 

Besides birth-rate, the death-rate is also an important factor 
in determining the size of the population in a country. If the 
death-rate is high the growth of the population will be retarded. 
On the contrary, the lower the death-rate, the higher will be 
the tendency to an increase in population. Generally, amongst 
the economically backward classes due to lack of education and 
absence of other facilities to a healthy state of body 
and mind, the death-rate is high. Early marriage also 
contributes to a high death-rate because, children btJrn 
out of immature parents are weaklings with a low power of 
resistance. This is one of the important factors wliicb. 'peaks for 
the highest rate of infantile mortality in India. Poverty also 
leads to a high rate of mortality for the poor cannot have a re- 
gular supply of nourishing food and facilities for healthy envi- 
ronments which are essential factors for a long and healthy life. 

In order: to , End out the total number of workers in a 
country, it should be borne in mind, economists always consider 
the number of actual workers and exclude those children who 
have not entered their teens and the* worn-out workers who arc 
above fifty or sixty years (this process of exclusion, and inclu- 
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sion of persons assuming as unfit for labour is largely- 
governed by the climatic and physical conditions of a 
country in question) because they owing to their dotage are 
scarcely expected to contribute any quota to the national in- 
come of the country. Agaiiij from the numbers so calculated, 
the number of the blind, the lame and emaciated bed-ridden 
diseased persons beyond any hope of recovery, who are incapable 
of putting any kind of work for the production of material 
wealth should also be deducted to possess an approximate. idea of 
the working people in a country. 

Emigration diminishes supply of labour in a country whereas 
immigration into a country increases the supply of labour. 
Thus, countries like Canada and Australia are at present gaining 
greatly in population by a large number of immigrants (that 
is, persons coming to live in a country) while recently some 
European countries, and notably Ireland have had their popu- 
lation reduced by emigration (that is by people leaving their 
countries to live in other sparsely populated lands). In India 
there is practically no immigration, but on the contrary, over 
a million Indian labourers who are comparatively unskilled and. 
poor have emigrated to some of the new Colonies. 

As has aleady been pointed out, efficiency counts much in 
the supply of labour. It depends upon the manner in which 
labour is organised and directed. Experience tells us that if 
labour carefully looked after and intelligently organised and 
each labourer appointed for the task for which he is best fitted, 
its productivity will have a tendency to appreciable improve- 
ments,. The organisation of labour on scientific lines is an in- 
dispensable factor of mass production. 

A third factor, viz., the number of v/orking hours, also 
bears an influence on the supply of labour in a country. The 
total volume of labour supply in a country can be increased to 
a certain extent by working long hours. But the consequences 
of such a sustained hard labour for a longer period of time are 
too detrimental in the long run from the point of view of 
national productivity. It is apt to undermine the health and 
efficiency of the workers. The tendency is otherwise now-a- 
days as some of the modern scientific studies in fatigue and 
technique of labour have demonstrated that shorter the number 
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of hours the labourers work on their jobs suited to their tem 
pernment and training, the greater would be their output c 
wealth. Where labour is organised and directed on a shon 


period basis, the labourers work with greater interest and con- 
centration so that within the limited space of time they can 
turn out a large amount of wealth-production and enjoy at 
the same time a greater amount of leisure and recreation, for 
the deYelopment of their physical and intellectual faculties. 
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Hence, a resort to hard work for long hours in order to increase 
the total labour supply of a country is extremely problematical 

HUMAN FACTOR IN INDIA 

The total population in India according to the latest census 
report of 1931 is 352,837,778 against 318,942,480 in 1921 
and 3 15, 15 6,396 in 1911. An increase of 10*2 per cent has 
been recorded in the latest census (1931) over the previous 
census taken in 1921. About 77'2 per cent of these people live 
in British India and 22’8 per cent in Indian states. India is 
primarily a land of villages and tiny hamlets and there are about 
7 lacs of villages in India. Of the total population about 90 
per cent live in villages and about only 10 per cent in towns, 
the corresponding percentages in England being 21 and 79. 

Factors Determinmg the Density of Population 

The density of population (i.e., the number of persons 
living per square mile) is determined by a variety of conditions 
discussed below. 

( 1 ) Rainfall and Climate. It is natural that the density 
of population must be high in a purely agricultural country 
like India, as elsewhere, where the facilities for earning a sus- 
tenance are goodl)^ available. A sufficient quantity of rainfall 
and the presence of adequate artificial means of irrigation, con- 
siderably expedite the growth and prosperity of the population. 
And as there is very close relation between rainfall and agricul- 
tural productivity of wealth, therefore, density of population 
follows very largely the amount of rainfall But it is a very 
vague generalisation subject to many exceptions. It should be 
borne in mind that for the successful raising of crops a certain 
amount of rainfall is essential beyond which an additional 
quantity is useless and sometimes even detrimental. The other 
factor which is taken into consideration is the healthy climate 
of the locality. Thus in spite of the heavy rainfall that the 
Tarai tract receives, it is sparsely populated owing to the malarial 
climate of the place. Similarly in the upper part of Burma 
where rainfall is abundant population is very thin owing to the 
want of a healthy climate of the country and other requisite 
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factoi's favourable for the cultivation of crops, llic low den- 
sity of population of Rajputana can be accounted for by rlic 
scantiness of rainfall. The well-watered regions of the Indo- 
Gangetic Plain extending from the Suniiva Valley right upto 
the Jlielum and the coast strips are the most thickly populated 
areas in India. 

(2) Configuration and FerfiJUy of the So//. . , Phj/Gical 
configuration of the soil constitutes an important factor in tiie 
growth of the density of population, the best example of which 
is afforded by the Bengal Province. Thus in Eastern Bengal 
owing to the natural system of drainage the rainfall docs not 
lead to water-logged areas, where the density of population rises 
as high as over 1,000 persons per square mile in some places, 
whereas, the density of population in Western Bengal possessing 
the same fertile soil and receiving an equally abundant rainfall 
is greatly affected owing to the want of a proper drainage system 
resulting in water-logging areas and malarious climate. The 
level nature of the country wdicre every inch of the land can 
be brought under cultivation can support a high density of 
population; but on the rocky and mountainous land where 
cultivation is difficult and precarious, population would be sparse. 

(3) Irrigation. In some tracts insufficient rainfall retards 
the growth of population but where the deficiency is made 
good by the artificial supply of water a high density of popu- 
lation can be maintained. An artificial and regulated supply of 
water through a splendid system of canals has brought about 
wonderful changes in the Punjab, where arid tracts arc being 
transferred into most fertile ones. There arc possibilities that 
Sindh, hitherto one of the most sparsely populated provinces of 
India, will record in course of time a higher density of pc^pula- 
tion due to the completion of Sukkar Barrage. 

(4) Transport. Tf cheap and rapid means of communi- 
cation are available, population tends to move there, provided 
the place is otherwise attractive for purpose of production.’ 
-Many places such as the Central Provinces, Assam, etc., besides 
many other causes speak of the low density of population be- 
cause of the absence of transport facilities. 

(5) Freedom from Enemies. Peace and security are 
apparently conducive to high density of population. Insecure 



tracts are characterised by a low density of population. 

(6) hidustricd Development. Besides these factors, the 
stage ot economic progress is also one of the main determinants 
of the density of population. An highly industrialised and ' 
commercialised country will permit a denser population than 
an agricultural one. The establishment of modern manufac- 
turing industries attracts large number of labourers from the 
rural areas. Bombay, Calcutta, Nagpur, Jubbalpore, Jamshed- 
pore, have grown populous in this way. The concentration of 
labour in the districts of Manbhum and Singhbhum. in Orissa 
and Chota Nagpur in spite of the mountainous nature of the 
country is mainly due to the development of coal, iron and 
steel industries. 

Density and Distribiition of Population 

The density of population per square mile is 226 in British 
India and 101 in the Native States. The mean density over 
the whole of India is 177 per square mile. India supports one- 
fifth of the v/orld’s total population. 

The density of population in India is not the same in all 
parts of India; it varies from province to province. The aver- 
age density of the various provinces and the important Native 
States of India is as follows: — ^Bengal 650, Bihar and Orissa 
458, United Provinces 451, North-West Frontier Province 380, 
Madras 328, Punjab 286, Bombay 218, Ajnier-Merwara 184, 
Central Provinces and Berar 160, Assam 152, Baroda State 266, 
Mysore State 210, Hyderabad State 152, and Central India and 
Gwalior 118. 

As the country is purely agricultural, the density naturally 
differs according to the available means of subsistence which 
almost solely depend upon the suitability of the soil and preci- 
piiation for growing crops. The table given belov/ will give an 
idea of the density of population . in different countries of the 
world. 


Belgium 

654 

Austria 

. . 199 

England and Wales . . 

649 

France 

. . 184 

The Netherlands 

544 

Spain 

107 

Germany 

332 

Egypt 

34 

japan 

215 

United States 

32 
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^Growth, of Population ^ 

The acuta! increase in the Indian population during the 
last fifty years lias been much slower when compared with other 
civilised countries. The first regular census which was taiccn 
in 1872 recorded the total population of India to be 206 millions 
and since then the population has been steadily increasing in 
number. ^ . 

The following table illustrates the grovrth of population 
from decade to decade. 


Census of 

Population 

Percentage increase 
each decennial 
pe,riod 

1872 

Z06, 162, 360 


1881 

253,896,333 j 


1891 

287, 314, 671 1 

13.2 ■' ' ' ■ 

1901 

294, 361, 056 

2.5 

1911 

315, 156, 396 

7*1 , 

1921 

318, 942, 4S6 

„ I. .2; 

1931 

352, 837, 778 

.3:0.2, 


The actual rate of increase in the population has not been 
so rapid as it might seem to a reader from the figures given 
above. Allowance must be made for the additional area in- 
cluded in. each census since the first and of greater accurac3'' in 
the methods of taking census. After making proper allowances 
for these factors the real increase of population has been jrc- 
corded to be 20.1 per cent during 1871-1921. 

A comparison with other countries will give an idea that the 
rate of increase is not so rapid as it is found in other countries of 
the W^est. ‘'"W^hereas the percentage increase of population bet- 
ween 1870 and 1921 was about 20 in India, it was 58-2 in Kng- 
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land and Wales, 53*2 in Denmark, and 45 in Europe as a T/hole 
excluding R.ussia/’ The population of the United States during 
the period of 1881-15>21 increased by 82-1 per cent and that of 
Japan rose by 83 per cent in 24 years from 189d to 1920. 

Among many causes which account for this low rate of 
increase of Indian population the important ones may be enu- 
merated here. The effects of high birth-rate in India which is 
about 3 5 per thousand per annum are largely nullified by a 
high death-rate so that the survival rate in India is lower than 
in Europe where although, the birth-rate is much lower, the 
death-rate is lower still. India being a tropical country is sub- 
ject to all peculiar diseases such as malaria, small-pox, cholera, 
and “fever’" under which are usually placed dysentery, pneu- 
monia, phthisis, relapsing fever, etc. The terrible ravage of 
famines and the appalling low standard of living, in other v/ords, 
the grinding poverty of masses are other main causes of high 
rate of mortality in India. Professor Baner jee states that the 
slow growth of population is due to several causes — famines, 
epidemics, diseases, want of proper food and good drinking 
water, insanitary conditions, and the impaired vitality caused by 
early marriage. In every decade we find a heavy toll of popu- 
lation being wiped away either by famines or the scourge of 
numerous fatal diseases. A severe famine in South India which 
took away very large numbers seriously checked the increase in 
the decade of 1872-1881. The succeeding decade due to the 
absence of any natural calamity to which India is so helplessly 
exposed, showed an increase of about 13*2 per cent in the total 
population of India. In the next decade the terrible famines of 
the closing years of the nineteenth century and the ravages of 
bubonic plague caused a heavy mortality. The decade of 1911- 
1.921 showed an exceptionally low rate of increase of about 1-2 
per cent which can be attributed to influenza epidemic in 
1918-19 which carried off about 85 lacs of people and tbc Great 
War which cost India a heavy loss of human life and a diminu- 
tion in the birth-rate, as some five lacs of people had gone on 
military services to foreign countries. In the last decade from 
1921-31 there has been recorded an increase of more than 10 
per cent in onr population, which is probably due to the absence 
of any famine or outbreak of any epidemics. 
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::¥:ocatio2ia! Distribtitioil ■ of ' Popixlatiojii ■ : 

The following percentages show the relative importance 
of the occupations from' which the people of InJiii derive tlieir 
livelihood. 


Total population 3528 lakhs 


■ No. . 

Occupations 

Total 

maintains in 
lakhs 

Percentage 
of total 
Population 


Agriculture, farm stock and 
■ forests ■ . . . 

2348 

67.1 

■ :z : 

Minerals ' . . 

5 ■ 

.2 . 

: ' " 3 ' ■■" 

Industry 

342 

10 

4 

Transport . . . . 

53 

1.5 

5 

Trade ■.. .. 

i 83 

1 ■ 5 *'i 

6 

Public force . . . . 

17 

,6 

7 

Public Administration 

z8 

, -Ai 

8 

Professions and liberal arts 

59 

1.5 

9 

Miscellaneous, domestic 
servants , unp ro ducti ve 
occupations and insuffi- 
ciently described occu- 
pations .. 

494 

13.4 


Distribution of population according to occupations in 
important countries. 



Agriculture 

and 

Vegetables 

Industry 

Trade 

'.',■■■ ;'and; 

Transport 

India . . 

! 67 per cent 

9.7 per cent 

6.9 per Cent 

U, K 

11.6 „ ' 


■■157 4 "':'' ■■»":•■ 

France . . 

40-7 » 

:.35'*2^: 

: s - s ' 

Germany 

.29/; 

- 42.2.: ■ ! 

;;'I3'-4:' v;«' 

U. S. A. 



17.6 „ 

Italy 


7;47.:-h’.'-7 A'ihv 

12.5 
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The fimctionai distribiition of the population is an index 
of the stage of economic progress reached by a country. In a 
modeni civilised country a high percentage of population is 
mairitaiiied by manufacturing industries, whereas, in a back- 
ward. country a larger percentage of population depends upon 
agriculture. 

The figures that wc have given above clearly indicate the 
preponderant position of the agriculture over other occupations. 
.In every province of India agriculture easily takes the first place. 
The pressure on the land is continuously increasing due to the 
competition of raachinc-madc articles in consequence of which 
large number of artisans arc helplessly driven to agriculture to 
eke out their miserable livelihood. This entire dependence of 
the vast fraction of population on agriculture is a great defect 
of the vocational distribution of our population. For depen- 
dence on agriculture means dependence on rains and one single 
failure of the Monsoons throv/s the Vv^hole economic machinery 
of agricultural production, distribution and exchange out of gear, 
and a large number of persons are thrown out of . employment 
with untold miseries upon the victims owing to the absence of any 
outlet for the employment of the displaced population. The 
Famine Commission of 1880 correctly diagnose the situation 
when they say that at the root of much of the poverty of the 
people of India and of the risks to which they are exposed .... 
lies the unfortunate circumstance that agriculture forms almost 
the sole occupation of the masses of the population, and by way 
of prescriptio.n to remedy this state of affairs they recommend 
the development of manufacturing industries. 

Industries support a little less than 10 per cent of the 
total population but the bulk of these are engaged in unorganised 
industries connected with the .supply of personal and household 
necessities and the simple implements of work. Modern orga- 
nised industries support only T5 per cent of the population. 
I'n. trade and transport on which less than 6 per cent and 2 
per cent respectively depend, a considerable number of people 
is connected with the disposal of various kinds of agricultural 
products. Among the civilised countries, India has the highest 
percentage of people dependent on agriculture and the lowest 
percentage of iliosc employed in the industries, trade and trans- 
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sources of tlie laud witliin die. country itself wliicli have been 
so munificently showered by Providence. The systematic pro- 
motion of iiidustrial enterprises will not only bring about a 
more even vocational distribution of population through an 
all-round development of the economic resources of the cou.ntr)s 
but also bring a more progressive and enlightened class conse - 
quent upon the development of industries, trade and transport, 
which has hitherto remained in rank ignorance and conservatism. 

Health, and Vita! Statistics 

Health is the basis of ail activity and its importance in 
relation to wealth production in a country cannot be over-rated; 
the output of the stronger and the healthier persons is much 
more great comparatively than those of the weak who are 
constantly run down by diseases. This is why, today, every 
civilised State has equipped itself with hospitals and dispensaries 
for the prevention of pernicious diseases and other requisite 
sanitary arrangements which tend to improve the general tone 
of public health. 

The average health of Indians is far from satisfactory. 
The low vitality of Indian labour is to a considerable degree the 
result of the general ill-health of the people caused by unfavour- 
able climatic conditions, inadequate supply of nutritious food 
owing to abject poverty and low standard of living, insanitary 
environments and unhealthy social condition, s. Several kind.s 
of diseases and epidemics have found a very congenial home in 
certain tracts of India. Cholera is usually most virulent in 
Eastern India, Malaria is endemic in many parts of India, es- 
pecially where the natural drainage system is defective. It is 
the most baneful disease inasmuch as it is "less a killer than ;i 
sapper of vigour and energies. It impoverishes the blood, cau.scs 
all the forces of man to drop and wither, and above all, brings 
physical degeneration on the race it smiles.” Phthisis, 'a disease 
of civilisation,’ is particularly virulent in the industrial centres 
of the country which are characterised by overcrov/ding and 
insanitation and where the labourers have to ut up in the most 
filthy and dingy hovels. This fell disease attacks people when 
they are at the height of their manhood and womanhood and 
when their services can be most productive to the community 
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at large. Plague, kala-azar, itiflueaza, hookworm are some of 
the less important diseases but terribly tell upon the health of 
the population. The most mischievous thing about these diseases 
is that they not only cause a heavy mortality among people but 
also affect the industrial efficiency of the entire nation by consi- 
derably reducing the vitality of the people. Our villages where 
90 per cent of Indian people spend their life are most defective 
from the point of sanitation and cannot be called idyllic places 
as arc pictured by some of the poets in their high-strung des- 
criptions. As a result of the general illiteracy of the masses, 
they are utterly ignorant of even elementary principles of 
hygiene and sanitation. For sceptics a mere, walk to some 
adjacent village will make them realise the truth of our state- 
ment. Diminutive clusters of ill-ventilated mud-huts with 
thatched roofs are set out without any sense of symmetry or 
sanitation. The village rubbish and cow-dung are thrown in 
heaps either near their dwellings or on the outskirts of the 
village which stagnates and poisons the whole of the surround- 
iiig atmosphere giving rise to many diseases. The village pool, 
a universal possession of our Indian villages, which is further 
emptied of its earth annually for repairing houses when it goes 
dry in summers, becomes in the rainy season a good nursery 
capable of breeding countless anopheles where all the anti- 
malaria measures prove abortive. 

In this connection it is very instructive and interesting as 
well to srucly the vita! statistics of the country. By vital statis- 
tic.s we understand the records pertaining to the duration of 
life and the circumstances affecting its duration. A comparison 
of our vital, statistics with the vital statistics of other countries 
will reveal the deplorable state of affairs. The averages of birth 
and death-rates per thousand for the period 1901-11 for some 
importa.nt countries arc given below: — 



Birth-rate 

Death-rate 

India 

. . 38-18 

33*94 

European Russia (1896-1905) 

. . 48-47 

31-41 

German y (1902-11) 

.. 32-31 

18-39 

Japan (1900-1909) 

.. 32-85 

20-86 

England and Wales 

. . 26-8 

15-15 

France 

.. 20-2 5 

17 32 
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It need scarcely be pointed out that the exceptionally high 
birth-rate in our country is accompanied by an equally Irigli 
death-rate so that from the point of view of populatiiin tluu-c 
has been much smaller increase than in other civilised countries 
and that too at aji immense loss of time, money and energy to 
the parental humanity of India. People are accustomed to brln.g 
forth fresh souls into the world believing that children arc a 
blessing and a God-given gift without making any provision for 
them. They ignore the principle that "people should not bring 
children into the world, till they can see their way to giving 
them at least as good an education both physical and mental, as 
they themselves had.’ The birth-rate is the highest in India, as 
there is a religious sanction for universal and early marriages, 
irrespective of economic considerations particularly among 
females and among the Plindus. 'Every Hindu must marry 
and beget children — sons if you please — to perform his funeral 
rites lest his spirit should wander uneasily in the vacant places 
of the earth.’ Early marriages of people when they are quite 
negligent of the responsibilities of mated existence lead to an 
early exhaustion in both of the sexes which is also hastened by 
the debilitating efi'ects of malarial fevers to which all are sub- 
ject. At an age when they should have been most enterprising 
they are found spiritless and bereft of all virility. The birth- 
rate is further aggravated by warm climatic conditions and the 
low standard of living prevailing in the country. Voluntary 
abstention from birth-control v/ith a view to checking multi- 
plication is almost entirely unknown in India. 

The death-rate is also high in India which is attributable to 
the chronic poverty which makes the people peculiarly non- 
resistant to diseases like malaria, plague, influenza, hookworm 
and other respiratory diseases too numerous to be dwelt upon. 
The high death-rate is only a consequence of the high birth-rate 
for the two go pari pami. The average expectation of life in 
India is very small. The census figures show that "while the 
average expectation of life of a male in England at birth is nearly 
A-6 years, it is 22 years in India.” The inferior longevity of tlie 
Indian people is a great social and economic danger as the men 
who have gathered experience and wisdom and in whose bring- 
ing up an enormous amount of money, energy and time has been 



cis'perHied arc carried off 'wlien their power to be of service to 
t-ic ccsmiiiiinity is at its highest.’ 

lnf<>;d!ic ?norlciIily — The two outstanding features about 
the dc-ath-ratc in India arc the high infruitile mortality and the 
liigh number of female deaths at the reproductive ages. The 
ifsortality is .notoriously high in India when compared 
with other countries. In .industrial centres owing to inadequate 
sanitary arrangements the infant mortality is still higher,; for 
instance in Bombay it is 556 per thousand as against 60 in 
London. In Calcutta it is 386, Rangoon 303, Madras 282, 
Karachi 249, and Delhi 233. Owing to indiscriminate and early 
marriages many weak and rickety children are born of imma- 
ture parejjits; tJiCy can.not survive under the best possible condi- 
tions due to their natural debility. This heavy infant mortality 
may be attributed to (/) the immaturity., , and ignorance of 
mothers; {/}) the physical labour and hard excrdo.ii undertaken 
by prospective mothers. upto the very day of coniinement; 

• (///) dirty midwifery together witli certain unhealthy social 
ciistoms; the habit of drugging fretful children (with 
poisonous pihs) v/hilc mothers are at work; (v) improper feed- 
ing; and. (vi) the total ignorance of the hygienic methods of 
rearing chlidrcn. Bom in clirty and polluted environments, 
reared on opium, bereft of fresh air and sunlight, these children 
have few chatices of growing up healthy citizens. 

Te-fuale inortaJiiy — ^Another alarming factor aboitt the 
death-rate of India is the excessive female mortality at the re- 
productive ages (15 to 40). The prevalence of prJ'ilah w|iicii 
confines w'onien within the four walls of the house with the 
co.i.isequence that they are deprived of pure and fresh air, and 
early marriages which subject girls to risks of motherhood at an 
age Tcben they have .not yet reached full physical maturity arc 
/ a^few of the potent causes of the high mortality. A large mim- 
ber G.r child wives hnarcli from the nuptial bed to the .funeral 
pile. Nervous debilhy, consumption, and the uterine diseases 
create .havoc among them/ All this speaks of the enormous 
wastage of iTumarj. life taking place in our country. 

Tabic sliowing rate of infant mortality by age groups per 
1 000 live biri' iis. 
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Working 

Non -work 


classes 

.classes 

Under 1 day 

8 

, ' ""8 

1 to 7 days 

■ ' ... 26 

3B 

7 to 30 days 

... 26 

23 

1 month to 3 months 

21 

23 

3 months to 6 months 

' . . 22 

27 

6 months to 1 year 

. . 99 . 

8) 


Total . . 202 

203 


In order to prevent the wastage o£ human life and the 
consequent ruthless operation of the inexorable law of natujre, 
every' step calculated to improve the standard of public health 
and increase the longevity of people should be welcome on both 
economic and ethical grounds. The strict enforcement of the 
Sarda Marriage Act. the systematic diffusion of knowledge about 
sanitary laws, the efScient establishment of maternity houses 
on a large scale, the provision of qualified midwives and medical 
help, strict abolition of the practice of drugging children with 
opium when mothers are at work in factories, the supply of 
good drinking water in rural areas, the free distribution of 
quinine nd phenyl during the malarial season, — all these factors 
will not only go a long way in exterminating unhealthy diseases 
but also considerably enhance the physical energy, stamina, and 
industrial efiiciency of the Indian people. 

Efficiency of Labour in India 

"It is the efficiency of labour that counts."’ Indian labour 
is generally regarded as much less cflicicnt than the European 
labour. Dr. Slater admits that though the inferiority of the 
Indian labour is generally overestimated, it is real enough, and 
is the cause of low wages prevailing in the country. In many 
types of work, an Indian labourer generally excels his Western 
companion but on the whole he is stamped as an cficicnt wmrker, 

Eeoplc sometimes disagree and maintain that an Indian 
labourer is not inefficient from the very beginning of the growth 
of the modern system of production but he has been classed as 
such, due to the absence of the proper understanding of the real 
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situation. He has been made inefficient by the junv cJivnvui- 
rnciit in which he is made to work and handio those tools ano 
instruments which he is not accustomed to use. Any perscui 
w'ho is made to work under these conditions will he ca, 
ineilicient. 

It is undoubtedly a fact that the physique of the average 
Indian worker, due to poor dietary, the ravages of disease luu! 
the climatic conditions is inferior to that of an English worker. 

The unbelievable overcrowding of workers in hustccs of 
industrial towns of India, dirty, damp and badly ventilated small 
tenements in which our labourers usually live and breed, anti 
the most insanitary surroundings in wdiicli these Isiuldings arc 
situated, bring the eflicienc}'- of workers to its loYv'e.sr, chb. ' bad 
houses spell squalor, drink, disease, immorality and crime, and 
in the end demand hospitals, prisons and asylums in v/hicli wc 
seek to hide away the human derelicts of society,” 

The curse of illiteracy deprives them of hopefulness, imnital 
improvement, iiitelHgence and cheer, which arc, as Marshall ha<- 
pointed out, allied conditions of vigour and strengiiL Absence 
of technical education also contributes a great deal to the low 
ediciency of the Indian labourer. Conservatism of the iK’oplc-. 
their caste and religion which make labour imraohile, lu-ings 
about a set-back in the productive capacity of the iadsN^idua! 
worker. 

The low standard of living of the people may be respu-ded 
as another cause of inefficiency. It is both the cause and effect: 
oi the low wages found in our country. It falls far shore of 
what is required for full efficiency and is barely enough ifor 
sustaining bodily strength and vigour. The worker cnntmi: 
aftord a sufficient quantity of wholesome fotid, his cloth ing.s' 
are scanty while his expenses on education arc almost nil 

The evil of drink is a great bane to the working classes in- 
asmuch as it impairs their vitality and efficiency, and renders 
them poorer consumers than they mieht have been- 
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The attempts to make labourers live a better and a 
fuller life are full of promising results. Efforts arc berng 
made to provide better bousing facilities to Irv-lian. laboisrets, 
Tlicsc improved lodgings, the sanitary suiTOundings, pure drink- 
ing V'atcr and fresh air will have a remarkable ciicet uptm. tiv 
physique of the labouring classes resulting in incrcatcil cilicicncy. 

Provision of facilities for general and techrdcal eduent-on 
will lead to mcrcased elhciency and better understanding of the 
T/ork. It will develop bis intellectual qualities, broaden bis 
outlook and make him more hopeful and less conventional. 

Attention should be directed to increase the standard of 
living of the labouring classes. With increased wages and other 
welfare arrangements, it is hoped, the condition of tlic worker 
will improve materially. Increase in efnciency would, come 
through a better standard of living. 

An improvement in sanitary and hygienic conditions, the 
prohibition of overcrowding within rite factories, the provision 
'of adequate medical help to the labourers and the prevention of 
many dreadful diseases found in labour Bustees and slums of 
the industrial towns, will go a long way in improving the con- 
dition of the working classes. In industrial provmccs a special 
Health Department to deal with industrial liygiciie a,nd disease 
should be started. Maternity Benefit Acts, tlic provision of 
creches for the use of children and an Institute of Nutrition arc 
other desirable reforms needed by our labourers. 

Extensive welfare arrangements to utilise the workers’ Jc.:.- 
siire time and to make him contented and happy .liavc bccji 
started by many employers, Local Boards, Trade Unio.ii.s and 
other social Institutions. Various Acts passed by the Imperial 
a.iKl Provincial Governments to protect the labouriiig classes ami 
the activit.ics of the Internationcd Labour Oriicc are afl'ectiug 
very desirable improvements in the condition of the Indi.an 
^ftyorkerf 
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CAPITAL 

Defiiiitiosi.' of Capital ■■ 

Besides the primary requisites of production, land and 
labour, there is another indispensable factor of production, viz., 
capital which has come to play a very important part in the 
modern industrial organization and 'without which no pro- 
ductive operations beyond the rude and scanty beginnings of 
primitive industry are possible.’ 

Capital as a factor of production is defined as that form. of 
saved qvealth,., other than land, which instead of being directly 
consumed in the satisfaction of present wants, is employed pro- 
ductively for future W'^ants. This form of saved wealth which 
'.dlls our factories, farms, store-houses, and docks,’ is not capable 
of providing satisfaction directly to our wants. Such wealth 
is devoted to the production of consumable goods. Taussig 
aptly observes; "Capital, then — that is, producer’s capital — 
is not in enjoyable form; it is not now a source of satisfaction. 
Ii; exists for the purpose of increasing consumer’s wealth.” 
There are two ways of disposing surplus wealth over one’s pre- 
sent requirements; either he can devote it directlv in the satis- 
faction of his immediate wants whose number is legion, or he 
may set it aside and keep it for further production with the 
intention of mccturg his future needs. Saving in the form of 
simple Jioarding, however, does not lead to the creation of 
capital because it may or .may not, be .utilised for the production 
of con.sumablc wealth. Capital is, therefore, regarded as that 
part of an individual’s saving which is utilised v/ith the pur- 
pose of getting a future income. In this sense, capitrtl would 
consist of all invested money in productive concerns, tools, 
implements and instruments, machines, buildings, and plants, 
etc,, utilised in tlic act of production with a view to secure bene- 
fits in the future rather than in the present. Thus all capital 
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is wenlth, tlioiigli all weakli is not capital. Capital is. .an in- 
strament of procliiction,,wMe.,.wealtil, is merely an objenr. of 
consumption. The conception of capita^ accordiag to Mar- 
ssbailj involves two fundamental attributes of “proc!iictiveiie.ss” 
(Lc., ^/iclding an income} and "prospectiveness’’ (i.c,, the idea 
of wailing and saving), while wealth suggests the idea of con- 
suraption and pleasure derived from possession. 

"The idea of capital does not connote a certain clax^' or hnnl 
of goods but a certain comlHiost or purpose of goods. All 
wealth may at some time or other become capital, just as every 
pliysica! element may, at a certain degree of temperature, be- 
come a gas. The feature, condition or purpose that makes 
wealth capital is its productive use in conjunction with labour” 
A horse maintained for cultivating the soil and transporting the 
harvested crops is capital for it is an instrument of production 
to the cultivator, but the same horse if begins to be used for 
taking mere pleasure trips would be classed as wealth. Similarly 
if a farmer, out of his granary, spends some amount of grain 
in feeding himself and his cattle, in pa3dng wages to his labourers, 
or in using it as seed, it is capital, but it is not capital if it is 
given av/ay in charity. Again, the same goods may be capital 
to one while consumption goods to another. A harmonium is a 
consumable v/eahh to one who plays upon it for the sake of plea- 
sure and recreation, but it is capital to a professional musician. 

It also follows that all money is not capital. From economic 
point of view only that mone^'- is capital which is utilised for 
productive purposes, while the money hoarded or used for pur- 
chasing articles which do not aid in further productiem of 
wealth is not capital. 

Origin of Capital 

Caplral is a s.tored-up labour. It is an artificial factor 
of production— the joint product of land and labour. Sup- 
pose a grass-cutter vdio earns his living by the sale, of gr.iss 
gathered by him with the aid of liis hands finds that he can 
cut more grass and earn more wealth if he had a reaping-hook 
to cut grass Instead of gathering it by hand. Realisi ng this, he 
begins to save, say one pice a day out of the income that he daily 
gets ana after a week he accumulates a sufficient amount to pur- 
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c^.a£e a rc-apiiig-liook from tlie blacksmith. This rcaping- 
lioek, wlilcli is nothing but a material form of his past kbour, 
makes liis efforts more productiYe ■ inasmuch as ' he is ' enabled to 
earn moi'c income VNUth the same amount of labour and time 
i-!.e expended previously to the getting of a reaping-hook. The 
srime principle holds good in all the kinds of capital — tooisj 
niacliincry, ploughs and countless number of other things 
'.vhich are being used in the production of consumable goods. 
”T.hs production of capital involves the sacrifice of the present 
enjoyments that the command over a certain amount of labour 
could give for future satisfaction which the investor expects 
to derive from his outlay; it aiv/ays presupposes a preference for 
future goods rather than for present enjoyments, and it involves 
a sacrifice of the present to the future.” Capital, therefore, is the 
result of abstinence as well as production. By 'abstinence’ wc 
mean nothing more than abstaining from present enjoyments in 
order to secure some future end. Saving helps the growth of 
wealth but not the formation of capital. As the society has 
developed from one stage to another, the stock of capital goods 
has gone on increasing its variety and complexity. 

Forms o£ Capita! 

Capital exists in a remarkable variety and is used in various 
forms. Some of the classifications or divisions of capital arc 
given below — 

( 1 ) Fixed and Circulating Capital. Circulating capital is 
tliiit which can be used but once, or, as John Stuart Mill states, 
'that which fulfils the whole of its office in the production in 
which it is engaged by a single use.’ Coal used as fuel, the v/ages 
of the workers, manure that is mixed with the soil, store of food 
for the support of labourers, leather made into boots, steel made 
into a safe, raw cotton converted into cotton cloth, seed sown 
in the f!.eld are examples of circulating- capital. Capital which 
exists in a durable shape, renders continuous services and the 
return to which is spread over a .correspondingly greater length 
of period is called 'Fixed Capital;’ examples of this kind of 
capital are factory buildings, tools, machinery, canals, tunnels, 
and railway trucks which render a continuous service to the 
owner. . ■ ' ' 
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(2) Trade {or Vroducthn) anil Comn-mlHion CajnlaL . 
Pi* 0 £luctvo.n capital includes all those things which arc used for 
productive purposes such as raw materials of manufact'cring 
industries^ or tools and machinery needed in any act of. pro- 
duction, or fences, drains and barns on an agricultura} ;l:arnji 
or sheds, oil'ces and factory biiiklings where actual work oi: 
production is carried on. Consumption capital, according to. 
Marshall, consists of goods in a form to satisfy wamfs directly: 
that is, goods which alford a direct sustenance to tive workers 
sucli ns food, clothes, house-room, etc. Consumptioji capital 
must be distinguished from consumption wealth as the former 
is consumed mainly for the mamtenance and improvement of 
health which is necessary for the efficient work, whereas the 
latter is taken merely for the sake of pleasure and enjoyment. 

(3) Spccialhcd and UnspeciaUsed Capital. They also go 
by the corresponding names of sunk and floating capital. 
Specialised or sunk capital is that which can be used for only 
one particular process and cannot be withdrawn from tlic invest- 
ment without loss, the best example of which may be cited ol- 
die capital invested in tunnelling a railway line. Capital is said 
to be unspecialised, free or floating when it can fulfil more than, 
one function, and can easily assume a different form, c.g., 
money, fuel and raw material. 

(4) Material and Personal Capital. Material capital in- 
cludes concrete and tangible goods which arc used in produc- 
tion and can be transfeiTed from one person to anoLlier such as 
a carpenter’s tools or a surgeon’s instruments. Personrd capital 
comprises an individual’s skill, cificiency and ability vrldch can- 
not be transferred. The skill of a lawyer rmd the melodious 
voice of a singer are examples of personal capital 

(5) Pxeniuncratory and Auxiliary Capital. Rcmuncraiory 
or wage capital consists of wealth which is devoted to the pay- 
ment of wages to labourers employed in production. Auxiliary 
or instrumental capital of all other forms of capital wliicli aid 
labour in production, c.g., machinery, raw materials, tools, etc. 
The extent of these two forms of capital in an industry depends 
upon the nature of its business and the application of the law 
of substitution by the employer. 
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Fimctions of Capita! 

Capital has conic to play such an important part in the 
modern industrial organisation that the present age oftener than 
nor is regarded as the regime of capitalistic production. In 
tills age of roundabout ■methods of ■producthn, capital has be- 
come a most important requirement of the productive effort. 
By roundabout process of production we mean that the pro- 
duction of goods is not direct, as in the primitive stage, but 
that the productive process involves the use of tools and 
machinery, and a prolonged interval of time is taken between 
its inception, and completion. In order that capital may fulfil 
its functions, it must be consumed; its existence depends not 
on its preservation and retention, but on its being used up, 
whether rapidly or slowly. In his hook, Elements of Econoimcs, 
Thomas has summarized the functions of capital in the follov/- 
ing manner. 

1. The provhmt of subsistence, in the form of food, j 
clothes, shelter, maintaining the labourers and producers while 
they awak. the results of their efforts. Under modern condi- 
tions, productive processes are long and roundabout hence the 
provision of subsistence is an important factor. 

2. The [reoi’ision of appliances is essential to production, ■ 
and nov/-a-days necessary to enable production to be speedy, 
accurate and automatic; to relieve the worker of drudgery, 
fatigue and over-exertion; and to correlate the various produc- 
tive ■ agencies. 

3. The pro-vision of inaferials. The materials of industrVi 

arc today of the utmost variety and complexity, and include 
not only such raw products as are derived from nature but 
also scnii-maniifacturcd and manufactured articles v'hich arc 
utilised as the rav/ materials in yet another stage of industry 
and manufacture. . 

EiTicieiicy of Capital 

I'he efficiency of capital depends upon (1) its fitness as a 
factor of production, and (2) the method in vriiicli labour is 
applied to it. 

(1) "Fitness dcfiends on the suitability of the capital to 
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the pm-pose ill liaiid.” The size of the factory buildmg and 
the working capacity of the plant and the macliineiy should 
depend on the quality and quantity , of work to be tiiniec! out. 
A large, sugar factory equipped with modern macliinc.s tor 
crushing one or two thousand- maunds. of sugarcane throughout - 
the whole of the season is purely a perverted economy. 
Similarly, a small plant would prove inadequate from the point 
of cfiicicncy for the production of materials on a large scale. 
A new or up-to-date machine is generally far more cfKcicnt and 
economical than a worn or old-fashioned one because with the 
same amount of labour the former can produce a larger quan- 
tity and better quality of goods. 

(2) In the previous chapter while discussing the efficiency 
of labour we had the occasion to point out that it is largely 
affected by the nature of the capital with which it is employed; 
similarly, the efficiency of capital is greatly affected effi- 
ciency of labour. Tiie best of machines or the best of materials 
would prove futile if handled by unskilled labour. A bad 
v/orkman quarrels with his tools. An mefficient ^Yorkman 
brings about not only much waste of raw materials and greater 
wear of machinery through his careless handling but he at the 
same time incurs the risk of running info serious accidents 
through negligence or inability to keep pace with the regular 
movements of the machine. Hence the efficiency of capital 
is interdependent. 

Is Land Capital? 

From the social point of view land is not included under 
capital for some obvious reasons. True, it is a necessary instru- 
ment of production but it differs from capital goods ijia.smuch 
a,s the former is a free gift of- nature, the amount of wliich is 
limited definitely and it is beyond human ingenuity to increase 
its quantity, whereas the latter- are the product of labour. To 
the objection that much la.ad lias been so improved by liurnan. 
eifort tliat it is no longer a free gift of nature, it may be pointed 
out that wc, in accordance with our definition, classify all 
improvements in land such as fencing, drains, and wells, etc,, 
as capital while place the land itself ih a separate category. 

Again, in contrast with land, capital goods wear out and 



reqwre constant repair and . replacement, ■ Land does , not ...wear : 
out. Tc the objection often raised that fertility of iaiid also 
wears out, it ma}?- be said that this is not true in. respect of the 
area and the situation of ' land which need no repair or replace- 
ment. 

Growtii of Wealtii and. Capital ' : ' : ^ 

The causes and conditions which' determine the accumula- 
ticni of capital differ extensively in differeiit countries and at 
different times and even among the same people. Capital re- 
presents a surplus of production over consumptioji and so the 
p.rocess of the growth of capital consists in the increase of the 
fund of wealth from which savings may be made, and the 
determination on the part of its owners to refrain from imme- 
diate consumption and to divert wealth into productive channels. 
The max,imum limit beyond which the total capital of a countiw 
cannot increase is determined by the surplus of the national 
dividend over the total wealth consumed. The chief conditions 
which favour or retard the accumulation of capital are three: — 

1. The power or ability to save. 

2. The will to save. 

3. The opportunities to save. 

1. The power to save implies an excess of income over 
expenditure, such as may occur from increased production or 
more economical consumption. The power to save depends 
upon the following factors. 

(/) Nafnral resources and potoers. If a country is rich in 
.her natural resources such as climate, mineral V7calth, forest 
wealth, water-power, good liarbours, etc., it will have greater 
wealth a.nc], therefore, a greater capacity to save. 

(i/) IifficJciicy of hiboift and capital . The existing stock 
of .labour a.iid capital within a comimmity 'determines the pro- 
duction of wealth and, therefore, the accumulation of capital 
likely to take place in the near future. . 

(///) I'l/e share talii’n by the government. Cut of - he 
national dividend, if larger amount of money is taken, awiy/ 
by the government in the form of taxes, etc., then to such an 
extent the power of the peolpe to^ save will suffer. 

(//•’) "Means of transport and coinmiinkafion. These reduce 
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the cost of rnrtrketing and bring the conditions of clistnni; mark-ct 
within easy knowledge and cause a free mobility oj; labour aiul 
capita! thus adding to their efficiency and increasing the totiil 
wealtli of a country. 

In India accumulation of capital is very slow because the 
power of the people to save is. very little. Due to the want of 
pj-oper exploitation of the. .natural resources and the full tujlisa- 
rion of the modern liiethods of productio.ii people hard.ly get 
any surplus above the bare nccessar.ies of life. 

2. Eut mere pov/cr to save is of little consequence unless 
it is supplemented by the will to save. By will to save we 
mean the readiness to save when one is provided with surplus 
income over his expenditure. The will to save depends upon 
many factors which are chiefly mental. 

(/) Vrudesrikl qntilitks^ Some people are thrifty while 
others are improvident by nature. Prudent persons v/ho possess 
sufficient foresight into the future put aside a part of their in- 
come as a reserve against the rainy day, and abstain themselves 
from the immediate consumption for the sake of fuller enjoy- 
ment in the future. This will-power to save is much more 
strong in civilised persons than in satniges. In India, we have 
the element of foresight in substantial measure among the rich 
and middle clas.s people who have greatly succeeded in accu- 
mulating capital. 

(Ji) Moral qualities. A man’s moral perceptions may not 
be strong enough to induce him to save. One who has no 
strong interest in others, or sufficient affection for tb.e meinbers 
of his family or no desire to avoid dependence in old age, will 
save less than another person in whom the above desires are 
very strong. 

(///) Hope oj' rising in socud scale. In modern .societies 
the po.ssession of accumulated wealth counts much inasmuch as 
it gives power over other men in the economic sphere and in- 
creases the prestige in the polit.ical and social arenas. Many 
ambitious people toil in the pursuit of wealth not for its own 
sake hut for the power that wealth carries with it and thus 
indirectly and substantially contribute toward.? the increase 
of the country’s capital. 
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3. Opportiuiities to save depend upon the following 

factors. . ■ . ■ 

(i) Security. Saving is encouraged where there is security 
of life and property and where people are confident o£ fully 
enioying the fruits of their savings. Obviously, no person 
■would save if he is constant^ harassed by such factors which 
would deprive him of his savings. The presence or absence 
o£ the following factors determines to a very great extent the 
growth of wealth in a country. 

(a) Stable government which would rnamtaln lav/ and 
order in the country and keep people immune from violence, 
fraud, theft, communal riots and foreign aggression; (h) 
Security against the exactions of the state itself; these may be 
arbitrary or tyrannous such as high taxes, ineflicient judicial 
system and bad lav/s; (c) Physical security such as from fre- 
quent visitations of earthquakes and volcanic eruptions, floods 
and storms, famines, etc.; (d) Security against socird rites and 
customs which favour lavish expenditures; (e) Economic secu- 
rity such as complete absence of tyranny of capital over labour, 
of landlords over tenants and serfs, of custom preventing free 
choice of occupation, etc. 

(ii) FcidUtks for investmenf. "SJ-fitli the increase in the 
facilities and means for investment, where people can deposit 
their earnings without any fear of loss more savings will be 
encouraged. Banking institutions such as private and joint- 
stock banks, savings bank, assurance companies, co-operative 
credit societies are very important for encouraging the accu- 
mulation of capital. 

(//7) The rate of inierest. In many cases men arc also en- 
couraged by the interest v/hicli they get on their savings. Other 
things being equal, the higher the rate of interest (i.c,, the 
greater tl'je reward of waiting) the greater will be the willing- 
ness of persons to wait and to save capital by postponing present 
cnicq'rnents. A high rate of interest v/ill stimulate people to 
save more and thus help the accumulation of capital. 

English writers have often branded Indians witii the liabit 
of hoarding. But tlicy forget that long before the cstablisli- 
ment of British supremacy in India there was no security of 
life and property which is an essential factor for savin e;. Dur- 
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the dccluic of tlic Mughal Empire and the beginning of the 
Company’s rule, the country was torn by anarchical conditions 
of life and devastated by incessant wars and plundering bands 
of marauders, and the ever-recurring calamities of the ravages 
of famines in one part of the country or the other completely 
broke down the backbone of the Indian peasantry. All these 
unfavourable factors tended to make the people more improvi- 
dent, as they had no security to realise the fruits of their savings. 
In such anarchical times people cultivated the habit of hoards 
ing their valuables which could be easily hidden and used when 
needed, but due to ignorance and lack of good opportunities 
to save this habit still survives though the need for it has passed 
away. Our vast majority of people, who live in villages 
far from the cities, are quite ignorant of the safest form of 
investment. In order to tap the meagre resources of the poor 
agriculturists and to teach them thrift and frugality, more co- 
operative credit societies on an extensive scale .may be started — 
the only solution by which we can make the dormant resources 
of the people an eifective instrument of production. 

Machinery 

The rapid invention of new machines marked the begin- 
ning of the Industrial Revolution and brought about a total 
transformation in the methods of production. As long as the 
motive force remained unutilised these new machines could not 
make much headway. But with the utilisation of steam-power 
and electricity, the machine era progressed with the greatest 
rapidity accomplishing unimaginable and insurmountable feats 
in the sphere of production. 

Its Advantages 

(1) Heavy, arduous and complicated tasks whicli were 
beyond the muscular strength of man, arc now quickly, con- 
veniently and satisfactorily accomplished through the aid or’ 
power-driven machinery. Machinery, thus, diminishes tlic 
strain on human muscles and relieves men of the grievous fatigue 
and certain disagreeable kinds of labour that were extremely 
distasteful For example, the steam hammers have done a gre:\t 
deal to relieve the blacksmith from the heavy and arduous task 
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o£ liiimmering red hot iron. The cranes can very easily lift a 
burden. 

(2) Machinery takes up routine and monotonous work, 
lessens the monotony of life and thereby relieves the strain on 
human muscles. 

(3) As machinery exactly repeats its movements witli 
amazing rapidity and wonderfui precision, therefore, work can 
be done much faster, and far more accurately and uniformly 
than by human labour. In 1895, with manual labour it took 
216 hours to print and fold 36,000 pages of a newspaper while 
today with the newest type of machinery the same amount 
of work can be accomplished in an hour with greater ease and 
efficiency. Thus, machinery leads to greater efficiency and in- 
creased production of wealth. 

(4) Machinery not only relieves the strain on human 
muscles but also accomplishes extremely delicate kind of works 
most easily, quickly and finely. 

( 5 ) Formerly, the work which required special skill and 
could be done only by skilled v/orkers is nov/ performed by 
v/orkers of average skill and ability owing to the simpler opera- 
tions made possible by the introduction of machinery. 

(6) Machinery has enabled the production of 'interchange- 
able parts,* Machinery can manufacture on a large scale identi- 
cal machine parts tvhicli are perfectly flawless and easily inter- 
changeable as a result of which the usefulness of machinery has 
immensely increased. Formerly, when any part of a machine 
was broken, cither the whole of it had to be discarded or taken 
back to the workshop. 

(7) r.lachinery has greatly facilitated the mobility of 
labour from one trade to another by weakening the barriers 
between difFcrent trades because of the apparent fact that many 
machines which are in use in one industry are similar in general 
character to those used in many other industries. 

(S) As a rule every mechanical invention increases the 
output enormously at a lower cost per unit because of the cco- 
noniies of division of labour and large scale production thus 
benefit'u.g tiic consumer class as a whole. 

(9) It goes Vvdthout saying that machinery has widened 
the human outlook and elevated the quality of labour by 
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demanding greater intelligence, resourcefulness, resnonsibiJity 
and cliaracter among operators. "Tlie more delicate the maclrjic- 
powcr, the greater is th.e judgnicnt and caretulness v/Irich is 
called for from those v/lio look after it. A machine man today 
is more trustworthy, able and highly paid than the labourer 
under the old system.” 

(10) Machinery enables tis to utilise the forces of nature, 
c.g., T/ind, water, steam and electricity for the benefit ol; man- 
kind. 

iDisadvaiitages o£ Madiiiiery 

Every problem has two sides and machinery is no exception 
to this universal formula. There are some schools of thougltt 
which are too accustomed to paint its horrid side completely 
forgetting the advantages it has conferred upon mankind, and 
which deplore the introduction of machine production on the 
grounds that its adoption has brought in its train 'moral degra- 
dation’ and 'intellectual desolation’ causing tremendous hard- 
ships to the labouring classes. 

L The most important objection that is often made by 
the antagonists is that the advent of a new machine in an 
industry displaces labourers throwing them completely out of 
employment which means starvation and misery for the dis- 
placed labour. But it is a questionable argument not actually 
proved by facts. 

(«) It has been stated that but for a temporary period, 
machinery instead of displacing labour considerably increases 
the room for employment. The displaced labour is absorbed 
in the same or in other industries. Maciiinci:y owing 
to its quick and large production considerably dimitiishes the 
cost of production leading in many cases to the increased sal'.? 
of commodities, which creates a greater demand and, tiicrefere, 
employment for labour. 

{b) Secondly, the absorption of the displaced labour is 
made possible, as some workers are employed in the coiisti'uc- 
tion and repairs of this machinery. 

(c) Lastly, the cheapening of articles manufactured by the 
machinery leaves buyers more to spend on the purchase of other 
commodities, whereby the displaced labour is enabled to get in-* 
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. HoweYer, it must be ■ ■' admitted- that a- permanent loss is , 
sometimes inflicted tlirougli the introduction : of machinery^ on: 
particular classes of labourers who have acquired by experience 
and training special kind of skill and - delicacy of touch. Pros- 
perous weavers of India, whose fame was far renowned through- 
out the civilised world, and others- -engaged in handicrafts and 
cottage industries, have been,- with the importation of cheap 
machme-made goods from the ' foreign countries, helplessly 
tlirown out of hereditary professions only either to be perished 
in -semi-starvation or driven to join the ranks of imskilled 
labourers never to recover from its fatal blow. Again, the 
"long run” argument affords no relief to those v/Ko suffer in 
the ."short run.” 

2. "Many people object to power- driven machinery” says 
Prof. Chapman, “because they dislike its present consequences 
in the form of huge dreary towns overhung with a pal! of 
smoke.” ‘ -'Machinery ..gives .rise to large crow’-ded -cities and’ 
degraded slums wherein labourers. have fto .live in cramped, dirty- 
and dingy apartraents^whicli are prejudicial to their health and' 
liappiness. In big industrial towns and cities on account of 
promiscuous mixing of several .races having different codes of 
morality, the morale of the people gets relaxed and deranged. 
Prostitution is encouraged and many social ills come into promi- 
nence. Disease and drunkenness, family breakdown and crime, 
intemperance and immorality are some of the evil consequences 
wdiich follow in the W'-ake of a persistent and contirmous agglo- 
meration of a large labour force in industrial centres. 

But these depressing consequences are removable and have 
been already removed in a substantial' measure- in the advanced 
countries of the- world. , There are many industrial centres 
which arc a complete contradiction .of the view that big indus- 
trial towns must necessarily be associated v/itli congestioi, 
soot and squalor. 
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dustry r.nd tlie absence of that control and guidance whicb are 
necessary in a transitional stage of such importance.” , 

3. Nor does there seem to be any truth in tlic contention 

that the use of machinery banishes artistic quality from our 
products, undermines taste ...and. brings aboijt ugliness in our 
surroundings. It may be replied to this argument tliat the bad 
effects are not caused by the proper use of machinery but by 
its abuse. Little artistic feeling can be expressed in making 
plain articles of daily use. On the contrary, it furthers the 
cause of Art inasmuch as it can repeat artistic designs cheaply 
and thus bring them within the reach of the masses. Moreover 
machinery, today, according to S. E. Thomas, ‘‘has reached an 
almost inconceivable state of delicacy of touch and perfection 
of execution; it is capable of minute work to a degree which 
man can never equal . 

4. As machinery wipes out of existence the handicraft 
artisans, it necessarily reduces the number of master craftsmen 
who took genuine interest and pride in their unrivalled work 
and tried to maintain the high quality of the product. But 
today the worker is reduced to the position of a mere feeder of 
machines without any interest and enjoyment. Certainly, the 
worker’s life becomes monotonous but as regards his enjoyments 
it may be argued that indirectly with his increased v/ages he 
can enjoy better varieties of life. 

5. jEVlachinery gives rise to large-scale production whicli 
brings in its train over-production due to mis-calculations of 
demand in the market resulting in serious trade crisis and un- 
employment of labourers who are faced to accept by necessity 
lower wages with a consequent fall in their standard of living. 

6. It is also argued that the pmployment of women and 
children in factories which is made possible by the introduction 
of machinery is too degrading both physically and morally. 
But the criticism seems to lose much of its force innsmiicli as 
their employment can be prohibited by legislation and the 
attendant degradation can be easily arrested. 

7. Other critics declaim against factory life on the ground 
that tbc use of maclvinery under proper conditions is impossible 
and that machinery always leads to degraded and unlicalthy 
life both physical, mental and moral of millions of persons. 
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To tliem the ok! system of handicrafts and cottage industries 
means less wealth for the nation but more welfare, and the 
modern system of machine-driven mills and factories is a symbol 
of social degeneration. 

By way of concluding remarks, we may say that there 
lias grown a tendency to exaggerate the evils of machinery 
which in actuality are temporary and remediable. There is 
nothing inliercntiy immoral in a machine; it exactly like a hand 
tool aids man in. production with the sole exception that it 
turns out commodities on a much larger scale and with immense- 
ly increased efficiency. It would not be out of place to quote 
the opinions of Karl Marx, the great socialist leader of the 
nineteenth century, who always espoused the cause of the down- 
trodden labourers. He does not object to the use of machineiy 
in recognition of its immense advantages, but objects most 
vehemently when it is employed by the capitalist employer for 
the unholy exploitation of labour. He writes: “Since, therefore, 
machinery considered alone, shortens the hours of labour, but, 
vdien in the service of capital, lengthens them; since in itself 
it lightens labour, but when employed by capital heightens the 
intensity of labour; since in itself it is a victory of man over 
the forces of nature, but in the hamds of capital, makes man 
the slave of these forces.” 

The advantages conferred upon mankind by machine pro- 
duction are too numerous to be dwelt upon, the absence of which 
would have left the world considerably poorer. It is due to the 
large and cheap production of commodities with the help of 
machinery including other new forces of organisation that the 
luxuries of yesterday are tending to become the necessities of 
today. Machinery has produced evils because labourers have 
been forced by sheer necessity to become its dumb servants. 
Miacliinery should be organised for the benefit of all and it 
should be made the servant of labour and not vice versa. 'With 
the grov/tli of social conscience and developing democracy, tem- 
porary abuses such as long hours of work, exploitation of child 
and female labour, insanitary conditions of ’work, over-crov/d- 
■ing of people in unhealthy cities, frequent industrial accidents 
and unliealthy physical, moral and social conditions of industrial 
centres, which arc associated v/ith industrial life, will be wiped 


228 


FIRST APPROACH TO ECONOMICS 


out o£ existence at no very distant date. 

CAPITAL IN INDIA 

Agricmitural Gapital . 

. Nature has showered her ■■ bounties, on ■ the country with a 
lavish hand, but man in India owing to the paucity of 
has failed so far to profit by these adceiialciy. A I'rleF chii’cr 
on the agricukurai mclusiry v/hich is the primary industry of 
India j will convince iis' of. the fact that India is the most back- 
ward country in agrlciikure having probably the lowest yield 
and smallest profits per acre of all the civilised countrlds. Agri- 
ciikurlsts still adhere to the old ways of culiivation tvliicli 
involve a terrible wastage of their productive efforts and of the 
natural resources as well. 

Giiltlvatioii ill India is carried on with a minimum of 
capital Practically speaking, there is no saving of capital clue 
to the backward and inefficient iamiing which leaves a very 
little margin of siu'plns above the necessaries of life. Owing 
to the absence of any proper agency which can finance agricul- 
turists at the time of sowing or any other emergency except a 
: .few.’ co-operative .nredit - societies here and there. The Saliukars 
and ’MaliajanS'' take .- the advantage of peasant’s ig.nora,nee and 
.: necessity ancl Tuiscrupulously charge exorbitant rates of interest 
from tlien rushing .vreight of .which he can never fin.d his escape. 

An ag..riGiilturists’’ ^ capital consists in the form of farm 
iniplemen'ts which are -comparatively 'few in number, simple iii' 
kind, smaller In size, obsolete In character, and vciy insignifi- 
cant .in value.’ The}'' are- light, portable, and witliiii the- capacity 
of draught oxen. His capital in the shape of inscrurucnts of 
production includes (i) the plough and the ploughshare used 
for the upturning of the soil, and driven by ciihcr a pair of 
bullocks or a pair of bull-buifaloes or a camel. The aniiciitatcd 
plough is such that it scratches only a few inches ot tlie iipp‘, r 
sarfacc of the soil and does not invert it. The main auvano. ,;.s 
of the light Indian plough, as recognised by even eminent autho- 
rities arc that it is within the haulage capacity of ordinary 
draught animals, and secondly, its cultivation does not lead to 
the evaporation of moisture which is lacking in the liidian soil 
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Gvy'ing to its cljy nature and the seasonal character o£ the rainMi; 
(//) tiic wooden yokes in which bullocks arc yoked either for 
hauiuig the plough or at the time of lifting water from the: 
wells,:; (///■) tl’;C seed-drill which is generally made out of a long, 
hollow piece of bamboo with a funnel at the upper end, facili- 
tates even distribution of seed into the newly-made furrows 
by the plough — to the handle of which this implement is tied 
while sowing; the pafa or the leveller used for levelling 1 
the held preliminary to sowing; (v) a massive wooden roller 
used for crushing clods; (vi) a chersa (a big Icatkeni bucket) 
for drawing water from the wells; {vu) a big and heavy rope; 
{viii) a v,’'oodcn structure of strong logs of wood raised on one 
side (if the well is a broader one more can be raised) for draw- 
ing water, upon which a pulley is set v.diicli facilitates the move- 
ment of the rope fastened v/itli the leathern bucket; (hv) a 
spade or khmhivi used for irrigating and digging purposes and 
to some extent in assisting the ploughs; (x) the kbnrpi (trowek 
used for^ weeding, \and spacing out) ; (:v/) the haiui or the sickle 
, ,y used for harvesting; (xU) the jell or five-hngered fork used for 
upturning the harvested crop w^hen it is being trodden by the 
' ' “ feet of the bullocks for separating the chaif from the corn ; 

(xm) a long, rough thick-woven cloth used either in covering 
the crop on the threshing door from rain or v/inds or in taking . 
corn to the market; (xrj) the cart used for transporting pwir- 
jaoscs, but owing to its prohibitive cost it is not within the 
reach of every peasant. The total number of carts in India 
amounts to over half a crore; {x!>) the grain set aside for sovjing 
the next crop. At present, owing-to the extreme iiidebteciness ' 
of the peasant he is forced to part with all his produce at die 
threshing floor and v/hen the time of sowing comes he resorts to : 
I the niahajan wdio provides out of any- quality- o-f grain 

I the appreciable part of which when sown fails to germinate. 

Recently, the Agricultural .-.Departmeiit has introduced certain 
new and high-yielding . varieties of grains which have fomid 
much favour with our Indian farmers, wherever their utility 
lias been clearly demonstrated to them; (xvi) the farm manure 
for renovating the exhausted properties of the soil. But the 
major portion of the farm-yard manure — which is the com- 
monest type of manure used in India — is used as fuel and what- 
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ever remams, it is preserved and applied in such a -wTiStefiil 
manner tnat the real utility of it when it goes back to the 
fields completely vanishes away; {xi’U) wells, llie sinking 
of wells is beyond the means of an ordinary cult 1 valor; tin; 
rmnibcr of wells used for irrigating fields is small owing io the 
paucity of funds with the agriculturists, and many of tlicm are 
tuifchha wells the water-yielding capacity of which, is I'idlcul- 
ously small; {xvUi) cattle constitute a valuaiVlc possession 
of the cultivator. The live-stock represents t,he largest item 
of India’s agricultural capital and it supplies not only energy 
to the agriculturists but also many raw materials for the deve- 
lopment of various manufacturing industries. But the breed 
of the capital is much deteriorated and epidcm.ics cause appalling 
mortality among cattle, rinderpest alone contributing to over 
one lakh deaths annually. The Imperial Institute of Veterinary 
B.es'earch at Mnktesar and the Imperial Veterinary Serum Insti- 
tute at Izatnagar (Bareilly) aire doing noteworthy work in 
combating the various cattle diseases -such as rinderpest, foot 
and mouth, haemorrhagic septicaemia, black quarter and 
anthrax. The absence of an adequate saipply of fodder graz- 
ing grounds is the root cause of the degenerated quality of the 
Indian cattle, 

^ith such inefficient methods of tillage, crude ways of 
water-lifting arrangements, inadequate and deteriorated quality 
of manure, unsatisfactory provision of seeds, and insufficient 
and inefficient possession of cattle power, it is no exaggeration 
that the agricultural yield per acre in India is very low in com- 
parison with other countries where farming is carried on with, 
the most up-to-date scientific methods. It is now being increas- 
ingly realised that the progress of the nation is intimately bomid 
up with the development of agriculture and the progress of 
villages vdicrein lies the soul of India. 

Alihougli it is not advisable nor feasible to introduce w.ho]c- 
sale labour-saving machinciy in Indian agriculture, yet the im- 
proved type of implements like the modern iron ploughs, 
machines for chopping fodder, installation of machinery, parti- 
cularly for irrigation and cane-crushing purposes will consider- 
ably enhance the productive efficiency of the agriculturists and 
improve the quality and the quantity of the produce. The 
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introduction ot the Western type of costly agricuici'ral machi-* 
iiery driven by motive power is not possible in India owing to 
tlie peculiar conditions found in our agricultural industry. The 
peculiar conditions of the cultivator require cheap and handy 
implements which are easy to understand, and in order to ensure 
full benefit from the improt'ed implenieiits, it is considered 
necessary that they should be manufactured in the country itself 
and full provision should be made for the supply of spare parts 
and facilities for repairs. ' 

Large-scale Maniifactures 

Indian capital is regarded as timid, shy and conservative. 
But these epithets hardly apply to it in the present state of 
India’s awakening when it has slowly but steadily found its 
way in modern industrial enterprises and tended to seek new 
channels. No doubt, owing to the paucity of competent 
managers and organisers of commercial businesses and industrial 
enterprises and the lack of proper banking facilities in 
rural areas, the growth of capital is greatly retarded but 
it must be said that it is showing a remarkable development 
both 'in point of adequacy and venturesomeness,’ especially 
since the war-period. That tlie Indian capital is shaking off its 
proverbial shyness is evidenced by the increase in government 
rupee loan, and in the paid-up capital of joint-stock companies 
registered in India. The fact is that people have now begun 
to realise the advantages of investment and if improved bank- 
ing facilities on any extensive scale and competent entrepreneurs 
equipped with requisite experience and training are forth- 
coming, it will grow less and less timorous and it may be con- 
fidently expected that one day it will completely oust the 
dominance of foreign capital. 

Cfrittcii Isidiistry 

The first cotton mill was started in Calcutta in 1818 and 
the first mill in Bombay was established in 18 >'4. Since then 
the industry has developed considerably in spite of occasional 
vicissitudes due to famine, plague, foreign competition, fluctua- 
tions in the foreign exchange and prices of cotton, etc. 

The industry employs i a capital of about Rs. 43 crores. 
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The rAOEt s;itiri-}hng feature of the industry is that it is riininly 

capitalised and managed hy Indians,., 

In fho initial stages of its growth the principal proilrict of 
the cotton mill industry was yarn meant for the consumption 
of the ,l:'in.d-loorn industry and for export to China. Ikit owing 
to the decline of the China trade in 3 i^am, the cotton industrialists 
concentrated their energies on the production of both yar?i 
and cloth for lionie consumption. .The progress of the industry 
during the Great "War raid since has been especially phenomenal. 
Tl'iC Swadeshi Moveraent has also given a great impetus to the 
inctisrry which has considerably advanced in spinning and 
weaving — specially of finer counts. Owing to the absence 
of fine American type of cotton, our industry is suffering a 
great handicap as it cannot manufacture finc-textured fabrics. 
Recently the keen competition of Japan in pncce-goods has 
greatly threatened the very existence of the indastTy., .The 
Government of India owing to heavy depreciation of hhe yen,,, 
levied a very high duty on cotton goods imported into the 
countiy. 

.Most of the cotton mills arc found in the Bombay Presi- 
dency, die important centres of production being Bombay city 
and island, Ahnicdabad, Sholapur, Surat, Broach and Jalgaon. 
Cavrnpore, Delhi, Nagpur and Madras arc other important 
centres of cotton mills. More than tv/o hundred cotton mills 
working in the Bombay Presidency employ in all about 2,32.,0'‘’>0 
perso.ns; the rest of the mills are distributed over many provin- 
ces and states. 

Sugar Industry . - ■ . . 

'^'"Thc arts of preparing, refining and cry.stalliy.iug raw sugar 
have been practised, in India from .ancient, times; but gradually 
India w^'ent on importing more and more sugar fj'oni Muiritiiis 
and Java.” The indigenous industry was hit. ha.rd by th-., 
foreign cheap sugar, but survived till now only due to rhe 
religious sentiments against the imported sugar. The ,[ndia.u 
Sugar Committee of 1920 was of opinion that "it should be 
perfectly practicable to produce the whole of the present im- 
port i.ii India Itself and that to the great benefit of India and 
indirectly to the rest of the Empire.” 
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Helped by an adequate tariff wail, the introduction of 
ini proved varieties of cane and the increase of area under carre 
cultivation, the industry has made phenomenal progress in 
recent, years. There v,''ere 146 modern sugar factories in 1959- 
40 as compared to 32 in 1931-32, while import of sugar from 
foreign countries is estimated, say, to be 2,20,OC0 tens as com- 
pared to 901,000 tons in 1931-32. The total production of 
sugar in India was about 13,30,000 tons in 1939-40, Vvdniic con- 
SLiiTiption of sugar in India during the same year was estimated 
to be 10.50,000 tons. Account has not been taken here of the 
estimated production of Khancisari sugar of 1,50,000 tons and 
the Government estimate of sugar refined from gur of 3 2,00(5 
tons. It is of interest to note that the prcdiiction cf gnr is al'-o 
increasing since 1931-32, when it was 2,77,2000 tons as com- 
pared to 3,89,2000 ill 1935-36. 

Really speaking, the growth of the Indian sugar industry 
starts from the year 1930-31, when a duty of Rs. 7-4-0 per 
cwt, on imported sugar v/as imposed by the Government. This 
dmy was further enhanced to Rs. 9-1-0 per cwt. in 1932. 
a view to check the rapid growth of the industiy and in. order 
to replace the loss of revenue from this source, an excise duty 
of Rs. 1-5-0 per cwt. on factory p.roduccd sugar and As, 10 
per cwt. on Khandsa,ri sugar was imposed in 1934. In spite of 
a great opposition from all quarters, the Government increased 
the sugar excise duty to Rs. 2 per cwt. v/itli effect ficm 
April 1, 1937; and further increases it to Rs. 3 from April 1940. 

The : United Provinces and ■ Bihar are the most important 
cane producing centres in India, the former contributing about , 
50 per cent and the latter- about 25 per cent to the total produce. 
The Bombay and Madras Provinces are also making progress in 
sugar ca,iie cultivation. ... 

A. new fillip to sugar industry has been given, by the Gov- 
ermiieiit on the 11th March,. 1937 by formally opening the 
Iiiipe:rial Institute of Sugar Te.c!inology at Cawnpore, It is hi- 
teiided that the Institute should, undertake ■ research on sugar 
teclmology, deal with the utilisation of by-products, test the nev/ 
va.rtctie3 of cane and solve the general problems of sugar engi- 
neering and. chemistry. Research work, with promising results, 
has bccii carried out on the utilization of molasses for the manu- 
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factuue of cattle feed, road making, manure, the preparation 
of acetic acid and power alcohol. 

The Indian sugar industry is now the second largest in- 
dustry — next to cotton textile industry — giving employment 
to more than 200,000 workers. 

Jiite Industry ^ 

The jute industry is confined to the banks of the Hoogly 
near Calcutta within a radius of forty miles. The raw materials 
are at hand and means of transport are cheap. India enjoys a 
virtual monopoly in the production of jute and its manufac- 
tured products. The first jute spinning mill was erected at 
Rislira near Serampur in 18 55 and the first power-loom was 
Introduced in 1859. The Great War which created an intense 
demand for such jute manufactures as sand bags, canvas, com 
sacks, hessian and gunnies led to a considerable expansion of 
the industry resulting in handsome profits. A considerable 
portion of the raw jute is consumed by the jute mill industry 
while some of it is exported to Dundee which is our serious rival 
in jute manufactures. The industry has a record of uninter- 
rupted progress and prosperity, until of late when owing to the 
world trade depression which has resulted in a sudden collapse 
of demand and prices it has received a set-back and is still sulfer- 
ing from the declining prices. 

The jute industry works with a capital of Rs. 22 crorcs, 
and is mostly in the hands of Europeans, chiefly Scotsmen both 
as regards capital and management, but recently Indians have 
begun to take interest in jute business. The industry makes 
use of the most up-to-date machinery and in point of organi- 
sation, the jute industry is second to none in India. 

/■'Woolleii; Iiidiistry 

The tvGolIen industry which employs a capital of about 
R.';. 214 crorcs is confined to Bombay, Cawnporc and Dhariwal 
in the Punjab, the latter two alone accounting for 70 per cent 
oi: the investinent. The industry is dominated by foreign capi- 
tal and management. The factories for making finer woollen 
goods, import wool from Australia and Persia because the indi- 
genous variety is rough and poor and is main!}/' suitable for 
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ilic manufacture of blankets, rugs, carpets, and other coarse 
articles. The main causes why the mills have not rapidly multi- 
plied are the limited demand for woollen goods owing to the 
hot climate excepting a few months in the year, the scarcity 
of rav/ wool of superior tjuality, and the importation of cheap 
woollen articles from foreign countries. The excessive imports 
oi: woollen goods amounting to six times the home production, 
siiow that there is a large field for the development of industry 
in India. Germany and Italy are serious competitors in wmollen 
products. 

Iron and Steel Industry 

The iron and steel industry is confined to Bengal and 
Bihar and Orissa provinces, where iron ore and coal are found 
in close proximity. This industry is one of the 'hey’ or 'basic’ 
industries and is of great importance in the modern industrial 
development of the country. The first successful concern 
namely, the Barakar Iron "''X'^orks, which were taken over in 
3 839 by the Bengal Steel and Iron Company, were started in 
1874 in Bengal on the Jherria coal-fields. This company suc- 
ceeded in manufacturing pig iron and the attempts at steel 
manufacturing resulted in a heavy loss due to the cheap price 
of the imported steel. The next important stage in the growth 
of the industry was ushered in by the formation of the Tata 
Company. The Tata Steel Company was started at Sakchi 
(Jamshedpur) in 1908 with a capital of Rs. 214 crorcs which 
was mainly Indian. Steel was manufactured for the first time 
in the country by the Tata Comf)any in 1913, which is one of 
the biggest concerns in India and employs 30,000 workers. 
The heavy demand for rails, etc., during the Great War not 
only helped the enormous expansion of the Tata Works, but 
also led to the formation of several other companies such as 
The Indian Iron and Steel Corporation of Asia at Manoharpur, 
the liastern Iron Company, and the Mysore State Iron Works 
at EhaLiravati. The Tata Company manufactures about fwo- 
thirds of the whole output of pig iron and almost the w1k.4c of 
steel made in India. But India is still .dependent to a very 
considerable degree upon foreign iron and steel in spite of the 
heavy isicrease in production occasioned by the construction of 
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new iron and steel concerns. 

After tlie termination of war, the steel industry had to 
face s'jch a iierce competition from the cheap imported steel that 
the. Tata had to apply for protection to the Government. Oxt 
the recommendation of the Tariff Board, the steel industrtr tvas 
given protection and bounty was also given for a short period on 
steel rails, fish plates and the railway wagons mairaf.ictnrcd in 
India, but later on bounty was discontinued on the grounds that 
trie industry needs protection for a much longer period of time 
and bounty involves a heavy expenditure. 

: Tanning and Leatlier Industry ■ 

The tanning industry is very old in India. India possesses 
a vast supply of hides and skins, but previous to the war, the.se 
were mostly exported in a raw state to Germany, Austria, and 
the United States. The first initiative of modernising the in- 
dustry v/as taken up by the military authorities w.ho introduced 
European methods of tanning to manufacture superior leather 
for military requireme.nts. A Government Harne.ss and 
Saddlery Factory was set up at Cawnpore which afterwards 
became the centre of the tanning industry. Dui-ing the war, 
partly owing to the cutting off of the enemy markets and partly 
owing to the control exercised by the Government, the prices 
of the hides and skins fell enormously with this important result 
that many tanneries and leather factories came into existence 
vdi'li up-tc-datc machinery at Cawnpore, Agra, Madras, Bombay 
and Calcutta manufacturing leather goods of all sort,s. During 
the v.Ru- the Indian Munition Board was set up to encourage the 
tanneries to produce superior type of leather for war purposes. 
Chrome proce.'^s of tanning is becoming popular, but owing to 
the big cost of the machinery required for its equipment, it 
has made a very slow progress. In spite of the notowortliy pro- 
gress achic'/ccl by the leather industry it still stands in need of 
proper organisation and expert skill, Wc even notv export 
large quantitie.s of hides and skins only to get them back in the 
form of maniiiactured goods. Protection against foreign goods 
arid duty on the export of hides and skins in order to discourage 
the export of the raw material to foreign countries -will go a 
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considerable way in making India a - self-supporting country as 
regards leatiier goods. 

Matcli Inclu-stry 

The real iiistory of match industry in India dates from 
ISTlrwlieii tlie duty on imported matches was - raised to 12 annas 
per gross and later on to Rs. 1--8-0 per- -gross for revenue pur- 
poses and which has been now converted into a protective dury 
on the reconiniendation of the Tariff Board. - - Formerlyj - we -used 
to import annually large quantities of matches chiefly from .Eng- 
land, Scandinavia and japan, the latter contributing the greatest 
percentage. There v/erc only six factories in India before the 
v/ar, but after the imposition of the duty they made an extra- 
ordinary progress and rapidly multiplied in number. The im- 
ports of matches from Japan and Sweden have completely 



dwindled away into insignificance. The industry is fairly in 
a prosperous state. There is no deartli of raw material, but 
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owing to tlie inaccessibility of such tirnbers as spruce and silver 
iij.% which arc iriost suitable for the match industry, the cost o£ 
transportnEion is very high. In order to- avoid this disagreeable 
j3ositioa, it has been suggested that splint factories should be 
started and adequate facilities should be provided for the trans- 
portation of the splint to the centrally situated factories in the 
plains. One alarming feature of the industry is tJiat it is domi- 
nated by a foreign syndicate "The Swedish Match Company” 
which has started a few big industries in India and begun to 
kill unscrupulously the minor factories of the country. A great 
hue and cry was raised against the unscrupulous attitude of the 
Swedish Trust but the Tariff Board regarded the establishment 
of Swedish company’s factories as of "distinct economic value 
to the country because of the high standard of quality at com- 
pany’s factories and of the training afforded to Indians in these 
factories in improved methods of match manufacture.” 

Paper Industry 

Paper-making is an old industry of India, and is still carried 
on in certain parts of the country by indigenous methods. 
Early attempts at manufacturing machine-made paper proved 
abortive. Machine-made paper began in India with the estab- 
lishment of the Bally Paper Mills on the Eloogly in 1870. The 
Titagarh Paper Mills were started in 1882. Previous to the 
war, the industry was in a very unstable condition owing to 
the severe foreign competition. But with the commencement 
of the war the Indian Paper Industry has been showing a good 
progress and it is hoped that with the impending mass spread 
of education the industry has a great future before it. At the 
present time the existing paper mills in India are producing only 
40,000 tons — about one-fourth of the total consumption which 
comes to about l,d0,000 tons a year. In India paper is mostly 
manufactured out of sabai grass, bhabhar grass, bamboos, rags, 
hemp, waste-paper, gunny bags and old ropes. The Indian 
paper is of a very poor quality; for manufacturing superior 
quality of paper the Indian paper mills import wood pulp from 
abroad. Manufacture of paper from bamboo, the supply of 
which is practically inexhaustible, promises vast opportunities 
for the development of the industry. Owing to the severe 
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foreign competition from Scandinavia, and Germany tl-se paper 
industry applied for protection. In 1925 a protective duty of 
one anna per pound was levied on imported paper, as proposed 
by tlie Tariff Board for seven years so as to secure a .firm basis 
for tbe industry. 

Glass liidustry 

Glass-making is an old industry in India and certain cities 
bave been famous for glass bangles and other glasswares for 
centuries. The indigenous cottage industry which is scattered 
all over the country, but has its chief centres in Ferozabad in 
the United Provinces and. Bclgaum district in the south, is 
mainly concerned with the manufacture of cheap bangles from 
'glass cakes and blocks’ made in larger facto.des. But now 
the cheap 'silk’ bangles, imported from Japan, arc a serious 
rival to the home-made articles. 

Manufacture of glass in India on modern European lines 
dates back to 1892, when five glass factories were started, which 
after an inglorious career died out before long. However, dur- 
ing the war when imports from Germany and Australia were 
CAit off, the Indian factories received a great stimulus for expan- 
sion and development. New factories were established for 
supplying the requirements of glassware, and in spite of the 
severe competition that ensued after the war the industry has 
been showing a steady progress towards eliminating the depen- 
dence of foreign supplies. Apart from produting bangles 
worth more-than Rs. 100 lakhs a year, the Indian factories are 
now producing sheet-glass, bottles, phials, chimneys, globes, 
flasks, etc., and supplying almost half of the demand of the 
country. From the point of view of equipment and management 
the industry cannot be said to have achieved that degree of pro- 
gress and perfection which is approached by other countries, 
and there is a considerable scope for improvement. A greater 
degree of efficiency in the organisation of the industry is re- 
quired to bring down the manufacturing costs and to improve 
the quality of production for ousting the imports which now 
annually amount to Rs. 2^4 crores. If the necessary protection 
is granted to the glass industry there is eve,ry likelihood of its 
progiT:ss. 
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In addition to these, there are other industries such as 
cement, chemicals, petroleum which, from the industrial 
and economic points of view, are of considerable importance. 
'Small dour mills are found in ■ Bombay,- the Central Provinces, 
Madras, the Punjab, and the United Provinces. Rice husking 
mills are mainly situated in Burma, Madras and Bengal. Tea 
industry is mainly centred in Assam and it is purely financed 
aaci managed by Europeans. 

MEANS OF COMMUNICATION AND TRANSPORT 

'Hie impcrtance of the means of communication and trans- 
port in the intricate and interdependent economic organization 
of the modern times can scarcely be over-emphasised. Transport 
is an essential link in the industry and the commerce of the 
Vvorid. Industry, commerce and transport are bound up together 
for the development of one leads to the development of the other; 
industrial and transport developments have to go side by side, 
tfiith a rapid increase in the speed and security of transport, 
distance is annihilated and geographical disadvantages are neut- 
ralised with the important result that more and more distant 
markets enter into the field of competition leading to an equali- 
sation of prices. Even from the military, administrative and 
social points of view their importance is no less remarkable. 
For the grov/th of civilisation cheap and quick transport faci- 
lities are the essential requirements in modern times. Of course 
no modern complex, civilisation could develop without the efii- 
cient system of transport industry which ranks second to none ■ 
but agricultural industry in the v/orld. 

, As late as the middle of the iiineteenth century India was 
deficient in its improved facilities for transport and cornrnuni- 
■ cation. For transport purposes, pack animals such as mules, 
yaks,: horses, camels, buliock- carts, palanquins, small river crafts 
and lit lie sailing and coasting vessels, ■ were ordinarily used. 
WAth the advent of the British, a complete revolution has been 
cftected in our transport system, internally as v/cll as externally. 
Alelioiigli much has been accomplished in the way of improved- 
system of transport, yet a huge amount of capital to malte the 
present sj-^stern most efficient and up-to-date is immediately 
required. 



Read Transport 

Wkh the growth of political power and expansion of terri- 
tories, the British adxniiiistratioii in India realised the need for 
improved means of communication. It v/as only in 1S39 that 
real attempts were made to connect Delhi and Calcutta by a 
proper metalled road. However, in Lord Dalhousie’s time a 
vigorous policy was pursued regarding road-making. The 
extension of the railvray system also increasingly necessitated 
the construction of roads to feed the railways. Under the Re- 
forms of 1919 roads were included in the list of transfeiTed 
subjects in all the provinces except Assam. In pursuance of 
sudden and rapid growth of motor traffic the Indian Hoad Deve- 
lopment Committee was appointed in 1927, to examine the 
desirability of developing the road system of India, the means 
by which such a development could be most suitably .financed, 
and to consider the formation of a Central Road Board for the 
purpose of co-ordinating the policy of road development in 
India. 

As a result of the recommendations of the Committee and 
l:helr acceptance by the Government of India, the duty on 
motor spirit was increased from four to six annas per gallon 
and the proceeds of the additional duty of two annas per gallon 
have been credited to a separate Road Development Account, 
out of the total receipts realised from the additional duty, 10 
per cent of the amount is retained by the Central Government 
as a reserve for the administration of the fund, for research and 
C7r.perim,cntal works, etc., the remaining, viz,, 90 per cent is 
distributed to the provinces and states in proportio.n to their 
petrol consLimprion. From the reserve grants are also made by 
the Government of India to the provinces and states on some 
specified conditions, for example, for projects beyond the re- 
sources of the local Governments or those that concern more 
than one province or state or ■ those -that are of all-India im- 
portance. The Road Development Account which was set up 
ill the first instance for a period of five years has been extended 
from 1934 without any restriction of time. But it is new being 
increasingly realised that the fund available for road develop- 
ment is too inadequate and at this rate the development will be 
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too .slow.. 

' ■ Tlie total, road mileage of . metalled ; and unmetalled roads 
amounts approximately tO'2 lakhs'and. 20 thousand miles wliicii 
is not very- adequate considering the requirements and the im- 
mensity of the country. Most of the roads arc not served v/itit 
a,ny permanent system of bridges as a result of which, consider- 
able traffic is held up during rainy seasons. 

Raii^road Cosnpetitiosi 

With the advent of motor-transport in India, during the 
last decade, the importance of roads has begun to loom, large in 
the eyes of the public and the Government. The far-reaching 
potentialities of motor-transport for the commerciad exploita- 
tion of the rural areas are beginning to be realised. The rece.nt 
development of motor passenger transport is appreciated as 
bringing the facility of rapid conveyance within easy reach of 
ordinary peasants who can be picked up or set down at an^r 
point along the route in rural areas. For relatively lighter 
traffic and for short distances, the motor traffic kores over its 
competitor — the railway. In rural areas where the populatio.:i. 
is scanty and scattered, the construction of a railway would he 
an uneconomic proposition while motor traffic can provide all 
the facilities with minimum of expenditure. 

The rural motor bus service (a) opens up country side, 
(b) provides better facilities to agriculturists for marketing 
agricultural produce, (c) cliniinates all the inconvenience, time 
and heavy expense involved in a journey between the villages 
and tov/ns, (d) stimulates the poultry-farming and the cultiva- 
tion of other lucrative vegetable products, (e) helps to improve 
the amenities of rural life, and (/) prevents rural depopulation.. 

In India, owing to the absence of metalled or unmetalled 
improved roads in rural areas, the motor trafiic is mostly con- 
centrated o.n the metalled roads running parallel to lialf the 
total railway nilJeage, thus proving a serious rival to the rai.lways. 
As a result of the motor competition railways are losing about 
2 per cent of the earnings of a normal year. As yet the motor 
competition .is confined to passenger traffic for short distances 
only with the exception of the North Western Ila.Iiway v/bicb. 



iias suffered in the carriage of merchandise also. We admit 
that in sonic cases motor competition has stimulated the railway 
authorities to make improvements and provide better facilities, 
but it must be said that this cut-throat competition is not in 
the best interests of the country and, more so, when we consider 
that railways are the property of the Government of India and 
hence of the tax-payers. The policy should be for the mutual 
beneht of both to make roads as feeders rather than competitors 
of the railways. 

Construction of good roads in the outlying areas coupled 
v/ith the systematic organization of motor trafiic will go a long 
way in eliminating the wasteful competition between the rail- 
way and the motor traffic. Pioneers also should be encouraged 
■to operate rural transport services by granting some sort of 
monopoly, subject, of course, to adequate safeguards as to the 
quality and the sufliciency of the services they provide. It 
will prevent over-crov/ding over more lucrative and heavily- 
trafficked roads, open up subsidiary country routes and will 
bring many social and economic advantages to the rural parts. 

Tlie Present Position 

Despite the substantial and praiseworthy improvements 
in road transport, India still remains a very backward country 
in respect of roadways. There arc four great trunk roads 
stretching diagonally across the country. Among them the 
oldest and the most famous is the Grand Trunk Pmad 'which runs 
from Calcutta to Peshawar, others from Calcutta to Madras, 
Madras to Bombay, and Bombay to Delhi. But none of them ?3 
up to the modern standard. Owing to the lack of bridges and 
crossings, much of the traffic is held up in the rain^r season. 

Roads have been classified as («3) arterial or main roads., 
that is, roads v/hicli are maintained by Provincial revenues and 
which traverse from province to province; (b) feeder or subsi- 
diary roads v/hich are maintained by district -boards and connect 
rural areas v/ith the railv/ays or the main roads; (a) the village 
roads which are kachcha or unsurfaced roads maintained by 
local boaf.c!.s. ■ ■ , : 
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^ ^ Tiie village roads are liopelessly poor in quality; no appre- 
ciable 'attempts.. have, been made to improve tlieir condition. 
The policy should now be to improve and develop nirnl. coxn- 
municatioiis instead of trunk 'roads. .The development of rural 
commimicatioii is indispensable as ail the advantages of the im- 
proved arts of cultivation get neutralised in the absence cf 
better roads. Their importance can.- be realised v/heii we recall 
to the mind that it is only through the want of commu.n,ic'ations 
that about 5 million acres in Assam await colonization. It 
is only through special grants to Local Boards for spending on 
rural communications that substantial results can be achieved. 
The remarks of the Indian Road Development Committee arc 
very telling; "... .all communications are interdependent. 
The value of a village road, is small unless it leads to a main road, 
which leads in turn to a market or a railway. On the other 
hand, the full value of a railway is not realised, unless it is fed 
by an adequate system of main and subsidiary roads. The 
orderly development of all communications should proceed to- 
gether.” In any nev/ programme of roads going to be planned in 
the near future, the all-important question of providing market- 
ing facilities to outlying rural areas should receive the foremost 
consideration at the hands of the authorities concerned. A good 
network of road system connecting the urban and rural areas 
will give a tremendous fillip to agriculture, trade and the 
industry of the country. 

..Railways. 

It was in the time of Lord Dalhousic in 1854 that a definite 
policy was adopted for the construction of railways in India. 
In the beginning the Government guaranteed a free grant of 
land and 5 per cent rate of interest on capital invested by the 
(British capitalists. But the Government suffered a great hnaii- 
cial loss, as there was no incentive to economy o.n the part of 
the companies. In 1S69 the railway construction v/as under- 
taken by the direct Government agency but in 1879 due to 
financial stringency, the government was compelled to have re- 
course to company agency again but on terms more favourable 
than under the old guarantee system, and in. the new form of 



guarantee system, the proprietorship-: rested : with the Govern- 
ment and not with the companywliich-constructed the railway. 
The Government also reserved the right to pnichase the com- 
pany liiies after a certain period at specified rates. In 1900 the 
railways in India began to show profits and a vigorous policy 
was pursued in the extension of the railways. As a result of 
the recommendations of the majority of the Actvorth Railwa;/ 
Committee (1920-21) the Government has decided directly to 
v/ork the lines now managed by the companies on the termina- 
tion of their contracts. 

The total mileage under the railways comes to about 44,000 
and the total Invested capital amounts to Rs. 810 crores. There 
are some railways which are both State-owned and State-worked 
such as N. W. Railway, E. B. Railway, E. I. Railway, and 
G. I. P. Railway, Some others, although owned by the State, 
are worked by the companies enjoying a guarantee of interest 
from the Government, e.g., B. N. Railway, B. B. and C. I. Rail- 
way, etc., while there are others which are company-owned and 
company-managed. The general policy of the railway system 
in India is conducted by a body known as the Railway Board 
under the Department of Commerce. 

Advantages o£ Railways 

Railways have greatly revolutionized the methods of trans- 
port and brought about many political, social and economic 
changes in the life of the people. 

(1) Pol it iced. Railways have greatly helped to unite to- 
gether the people of this vast sub-continent having difterent 
creeds, caste and traditions into one centralised system of 
administration. The sense of nationality has been born instead 
of the disruptive tendencies that prevailed among the difterent 
sections of society in the pre-railway period. Any disorder 
or insurrection within the country or on its frontiers can be 
easily suppressed by the rapid mobilisation of troops to the 
ail'ccted parts. Thus railways have been instrumental in estab- 
lishing peace and security iii the country which was, before their 
introduction, torn by incessant wars and overrun my pkuidcr- 
ingraids. 

(2) Socied. The old village isolation and self-sufficiency 
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is brealdiig dowii; and in spite of the .fact that caste rules are 
stiii maintained, the 'compulsory rubbing’ of shoulders in front 
of the boobing offices and within a carriage must bring home the 
idea of the hoJlowiiess of the institution.- ■ The social outlook is 
broacleneci and people have grown more, tolerant and sympathetic 
towards one another. 

Fiigrimages to various Hindu shrines which v^ere foj:mcrly 
expensive, ted.ious, difficult and even dangerous have now be- 
cG.n.ie too cheap, .safe and comfortable. 

(3) Economic. The economic advantages accruing from 
railways are very important from the point of view of indus- 
trial and commercial development of the country and some of 
them have been summarized below: — 

{a) Cheap, easy and rapid means of transportation have 
encouraged travelling and considerably helped the movement of 
population from congested areas to places which are sparsely 
populated and where labour alone is needed to make the soil yield 
, good harvests. 

{b) The improved means of communication have led to 
the equai.isation of prices throughout the country as well as 
their conformity with the world prices. 

(c) The cheap and rapid transport has greatly helped to 
mitigate the horrors and severity of famines by transporting 
food grains from the areas of abundance to the famine-stricken 
areas. Moreover,, people can move to other places in. search of 
employment in lean years. 

{d) With the advent of railways, the character of agri- 
culture is also changed. Agriculturists are drifting from the 
subsistence type of farming to the commercial type of farming, 
as the latter system of cultivation is more remunerative. For- 
merly, every village generally used to grow all sorts of crops 
required by its people, but now villages and tracts tend to 
specialise in those crops for which they are best suited, and to 
get other necessary products for their consumption by exchange, 
(e) Railways have stimulated the growth of manufactur- 
ing industries by facilitating, the transport of coal and raw 
materials and by distributing finished goods. 

(/) They arc an essential adjunct to internal and external 
trade. Even the most remote village enjoys the articles pro- 



cluccd ill the most distant countries. ■ 

(g) Tlic railway industry is in itself a Ter}?- big industry 
and the total number of people employed by tlie railways in 
India ainouiits to a million. 

(b) Government revenues benefit both directly and in- 
directly; directly because railway profits are an important source 
ot Governmertt revenuei and indirectly because as a result of 
the development in the means of communication trade develops, 
industries get stimulated, land values tend to increase — all lead- 
ing to an increase in the total wealth of the country and conse- 
quently in the taxable capacity of the people. 

Disadvaatages 

Raihva}’s are, however, not an iinmixed blessing to the 
country. , , „ , 

(a) Railways have killed many indigenous industries by 
afi’ording better facilities to the import of foreign goods, and 
increased the ruralisation of the country. The railway rates 
were so manipulated as to encourage trafl&c to and from the 
ports, thereby, encouraging the export of raw materials and the 
import of foreign manufactures. 

(if) If railways have helped the growth of towns, they have 
also led to the congestion of industries in the port towns and 
are responsible for much of the insanitary conditions and high 
rates of mortaiky, 

(c) \'7ith equal rapidity they transport the contagious 
diseases which play a great havoc in the country. 

(d) Railway construction lias mterfered with the natural 
drainage with this consequence that water-logged areas are 
found on both sides of the lines, which are the breeding -places 
of mosquitoes. It must also be said that owing to the lack of 
bridges or culverts the free flow of water in times of flood is 
greatly obstructed to the great detriment of the surrounding 
areas. 

(c) It is also said that they have made people more luxuri- 
ous and e-ase-lovin.g, and they do not now think it worth while to 
VvXilk on foot even for short distances. The cheap importation 
of foreign luxurious articles in the market has made them more 
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But it is worth remembering in this connection thet sonic 
of the defects nieiidoned above are not inherent in the railway 
system and are- preventable. No.. doubt, the railways hastened 
the extinction of the national industries of India to the utter 
ruination of the Indian craftsmen by bringing the competition 
of cheap in.acliiiie-mad.e goods to tlieir very door, but the defect 
lies not so irmch in the railways as in the railway policy iiiani- 
puiated by the administrators. Again, to spCvik that the rail- 
ways have rendered the climate of the country more malarioiss 
is not justified because in many instances the natural drainage 
of the land has been violated through sheer lack of engineering 
knowledge. 

Waterways 

Water transport is many times cheaper and possesses many 
advantages over road and rail transport. Firstly, klie huge cost 
of laying out rails over land, the construction of stations and 
other necessary equipment and, therefore, the maintenance of a 
huge array of railway staff is conspicuous by its absence in the 
case of water transport. No doubt, a small capital outlay is 
involved in providing terminal facilities such as docks, v/liarves 
and warehouses, but it is proportionally much less than the cost 
of similar provisions incurred in rail transport. Secondly, water 
transport is more suitable in the carriage of large and bulky 
goods. In spite of all these advantages, however, vrater trans- 
port has lost its grounds in regard to inland trade. 

It is amply proved by the historical records that India 
played a considerable part in the sea-borne trade in ancient times 
and carried foreign trade in sailing-vessels with many countries 
of the East and West. A brisk coastal trade v/as also mai.ntained 
between the sea-port towns. Inland waterways were also used 
as highways for merchandise and passenger traffic. Until tl:e 
advent of the British and long afterwards, India liad a flourish.-' 
ing ship-building industry. 

But the advent of steamships and the opening of roads and 
railways in India sounded, so to speak, the death-kncll of the 
Indian Shipping Industry and threw out of use almost all the 
inland waterways of the country. In Northern India, v’-e have 
many navigable rivers. It is estimated that there are about 
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26'5000 miles o£ navigable waterways in the great river systenis 
of Northern India, , The Indus, the Ganges, the Brahmaputra, 
and the Irmwadtly and their tributaries are the chief means of 
inJand water tran.s2>ort. Steamers can navigate in these rivers 
for the greater part of the year for hundreds of miles above 
their mouths. But the development of railways and tlieir keen 
competition has greatly reduced the volume of • traffic, both 
passenger and merchandise, through waterways. Inland steam 
navigation is now confined mainly to the Brahmaputra, the 
lower reaches of the Ganges, and the Irrawaddy iiickiding some 
of their territories. In the Peninsula, the rivers are, however, 
not fit for navigation purposes owing to their rocky beds and 
torrential flow' during the rainy season. With regard to the 
foreign sea-borne trade, it is entirelj' In the hauds of the foreign 
shipping companies. The coasting trade between seaport towns 
is carried on mainly by a few large British navigation companies. 
It has been estimated that the share of Indians in the coastal 
trade amounts to 13 per cent, the rest being appropriated by 
the foreign companies. The important seaports of India are 
Karachi, Bombay, Goa, Madras, Vizagapatani, Calcutta, Chitta- 
gong and Rangoon. 

IRRIGATION 
A ParaiHoiiiit Necessity 

In order to avert the unforeseen consequences of drough':, 
the question of providing suitable irrigation facilities to the agri- 
culturists assumes an attitude of utmost importance. In the 
first instance, the ■ Indian rainfall is very unevenly distributed 
over the country, e.g., the normal -rainfall is 460 inches at 
Clierrapunji in Assam and less than three inches in Upper Sind, 
vrherc cultivation v/ithout irrigation is impossible. Socendiv, 
'where the rainfall is not so very scanty, it is uncertain and iil- 
distributed as in the uplands, of the Deccan which arc exposed 
to chronic drought. Thirdly, some valuable crops such as cotton, 
and sugarcane cannot be successfully growm w'ithout a co,ns- 
tant supply of artificial v/ater. Fourthly, owing to the seasonal 
character of the rainfall, double-cropping requires artificial 
irrigation in the absence of winter rains. Lastly, in view of 
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tlic overwhelming preponderance of the' agricultural population, 
the freakish nature of our Monsoons and tlie dry and porous 
nature of the Indian soil, it is a question of vital importance to 
see that regular supply of water is maintained in order to save 
agriciiltnxai industries depending upon it from riiin. Irrigation 
^ has been practised in India from time immemorial, specially 
i:i the forms of v/clls and tanks to make agriculture independent 
of deficient rainfall, and the British contribution to the irri- 
gation system consists in the large irrigation works constructed 
for the purpose of utilising the surplus water of the big rivers. 

Classification of Irrigation Works 

Irrigation works of all kinds may conveniently be divided 
into three great types, viz., lift, storage and river works and 
are represented respectively by wells, tanks or reservoirs and 
canals. 

(1) ’Wcll-iriigathn or Lift Works. Wells occupy a very 
important place in our irrigation system and irrigate about 25 
per cent of the total irrigated area in India. Wells are a private 
enterprise but the Government has systematically encouraged 
well-irrigation, by advancing Ikccayi .loaJis. Different varieties 
of wells are to be seen in India. They may be just holes in the 
ground, sunk to sub-soil level, used for a year or two and then 
allowed to fail into decay, or they may be lined with timber or 
with brick or stone. Well-irrigation is mostly found in the. 
Punjab and the United I^roviiices because the geographical con- 
ditions are very ftA'ourable in this region for sinking v/ells- 
Tlie method of lifting water varies in different parts of the 
country. The follovring arc the more popular .means of raising 
water from a lower level to that which will command the area 
to be irrigated. 

(a) The DhckU system is a crude contrivance for raising 
water, it consists of a long pole working on a post and 
weighted commonly with compact mass of mud at one end, and 
a bucket attaclied by a long rope to the other o.ne. The water 
is raised in small quantities and the process is very weary and 
monotonous. Vegetable growers especially in suburban areas 
adopt this method -with great convenience and economy. 

(b) The Boki system, in which two men stand on opposite 



sides of tlie water pit liolding the strings attached to a flattened 
out leather basket, and throw water from a low level to a high 
one. ■ . 

(r) The Charsa system — Cliarsa, which gees by different 
names, is a big leather bag which can contain about 30 to 40 
gallons of water — in which cattle energy is utilised to draw 
water and one man stands at the mouth of the well to empty 
the leather bag and the other of course guides the bullocks. 
This system prevails mostly in the United Provinces and the 
Punjab; well-constructed and goodly-sunken wells arc tlie chief 
requirements of this system. 

(d) The Wheel is used most profitably and eco- 

nomically in those parts where the level of the sub-soil vtater is 
fairly high and the underground water is abundant. It requires 
less of labour and more of capital than the former system. 

(c) The utility of wells has been considerably increased 
by the sub-artesian bores and the installation of small electric 
power pumps. A new vista is likely to open in our irrigation 
system with the introduction and cheap distribution of hydro- 
electric power in rural areas, pK^eccntly the U. P, government 
has undertaken the work of installing small power pumps in 
most of the districts of this province. 

(2) Tanks end ^forage Works. Next to the wells the 
indigenous instrument of irrigation is the tank. Village tanks 
or large artilidal lakes, called storage vrorks, are formed by the 
construction of dams across drainage lines, for storing the 
supply of rain water for subsequent uses. These tanks vary 
in size from a great work like Lake Fife and Whiling in the 
Bombay Presidency or the Periyar Lake in Travaiicore State 
lioldiiig up colossal quantities of water and spreading their w/aters 
tliroiigii great chains of canals, to the little village tank irrigating^ 

, scarcely ten acres. Tank-irrigation is mainly found in the 
Deccan. Madras alone possessing, about -40000 tanks irrigating 
about three millioa acres of land. Tanks are not found in Sind, 
the Punjab and the United Provinces. The Native States of 
Rajpuiana, Central India, Flyderabad and Mysore Isavc 
undertaken the construction of huge lakes for irrigation pur- 
]>oses. The famous State of Udaipur has the most magnificent 
Lake (Jaisarnand) , one of the biggest artificial lakes In the 
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world, wliicli lias an area of 45 square miles. In Mysore, tlie 
“Krisiina-Rajasagar Reservoir” called after the name of the 
present Maharaja has been constructed. In Hyderabad, the 
Osman-Sagar, one of the biggest storage works, has been recently 
constnicfcd. The total area irrigated by storage works is abouc. 
8 milflci:, acres, but in many cases the supply is extremely pre- 
carious. The chief defect of minor storage works is that they 
generally run dry when they are most v/anted — that is, during 
a drought. 

(3) Canals. Canals are by far the most important 
methods of scientihe irrigation and are mainly the product of 
the British rule although our Hindu and Muslini sovereigns are 
also known to have undertaken the construction of some canals. 
Owing to the constant recuiTence of famines in one part or the 
other due to droughts and the consequent misery of starvation 
of the agriculturists, the Government launched a very enthu- 
siastic policy of canalising the tracts exposed to precarious rain- 
falls. 

Canals may be divided into two classes, viz., Inundation 
and Perennial. The inundation canals ae constructed by 
cuttirig shallow channels in the river banks; irrigation of the 
fields by this system can only take place when the river is in 
its flood, as with the rise in the water level of the river, the water 
will flow into these channels. These canals are to be found 
mostly in Sindh and in some tracts of the Punjab but they 
afford a precarious supply of water. Perennial canals are, hov/- 
ever, constructed to obtain an assured supply of v/atcr by build- 
ing a strong dam or anicut across an even-flowing river, and 
diverting its water by means of a canal to the area to be irri- 
gated. Within this class fall the great perennial systems of tbic 
Punjab and the United Provinces. 

From the 'financial point of view the irrigation works (cons- 
tructed by the State) may be classified in'to two classes, ■vi::'.., 
Productive and Protective (or unproductive) works. Pro- 
ductive works arc tliosc, the capital cost of which has beeti 
■wholly or mainly provided out of loan funds or by appropria- 
tion from the Famine Insurance Grant, and which are expected 
to yield within ten years of their completion sufficient revenue 
to pay their working expenses and the interest on the capital 



c::pended on their construction. Most of tlie largest irrigation 
systems in loclia belong to the productive : class. ■ But from 1900 
cn'sv.irds, as a result of the recommendation of the Famine Com- 
iiiission of 1901, the Government began to construct protective 
works, not directly remuneradve, but which would ensure pro- 
tection against famine for the areas where rainfall is precarious. 
Protective works are those W’^hich are designed as a protection 
against famine and the cost of which is provided out of the cur- 
rent revenues of the Government or from the annual grants set 
aside for famine relief and insurance. Even these protective 
works may after some time become productive, if large areas of 
land come under cultivation. 

There has, dtiring the last 50 j-ears, been a steady growth 
in the area irrigated by the Government irrigation, works. From 
lOke million acres in 1878-79 it has risen to, excluding Indian 
States, 3 Ike million acres. It is expected that with the proper 
working of all the irrigation projects which are nov/ under 
construction, the total ir.rigated area in British India will amount 
to 40 million acres. 

Since the introduction of the Montagu-Clieimsford Reforms 
in 1919, irrigation has come under the control of the Provincial 
Governments and from 1921 onwards a remarkable activity has 
been displayed in the construction o£ irrigation Vv'orks, some of 
which have been completed while others are yet under construc- 
tion. Some of the .more important recent projects which arc 
calculated to confer real benefits upon the agricukural industry 
of India may be mentioned here. 

(a) The Snkkur Barrage and Camls Scheme. A stupend- 
ous barrage, measuring about a mile in length v/ith 66 spans 
provided with steel gates, has been constructed across the Indus 
a little below Sukkur. It is one of the marveiious feats of engi- 
neering skill and is considered to be the greatest work of its 
kind' ill the world. Out of this huge reservoir seven main canals 
(three o.!i the right and four on the left-hand side of the barrage) 
have been taken oat to distribute the water of the river over 
an area of 8 million acres, a tract which was partly a desert, but 
in course of time will be one of the richest granaries of the v/orld. 
The whole scheme costs about Rs. 20 crores and the total length 
of the main canals, branches, distributaries and minor canals 
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amomits to over 6,400 miles. All the canals of die Sokkiir 
Barra ge System will irrigate nearly 5 Yz million acres of land 
every yera* and of tliis about 2^2 million acres lias conic unCer 
cultivarion for the first time. The Scheme has brought abonx a 
vast change in the agricultural industry of the province, ivhicli 
hitherto was dependent upon the precarious rainfall. 

(b) The Sutlej Y alley Works. This is another great irri- 
gation project tvliich reached completion by the end of 193 2-3 3. 
Before the canalisation of the Sutlej on each bank of the river 
both, in the Punjab and in the Indian States of Bhawalpur and 
Bikaner in the south, there existed a long series of inundatioii 
canals ’which could get the ■water from it in flood times. There 
was no proper method of controlling the water supply, with the 
consequence that in times of deficient rainfall, many tracts felt 
the pinch from want of water and their crops withered a’way 
before the time of maturity to the great detriment of the pea- 
santry. To avoid this uncertainty of water supply the Sutlej 
Valley Project was undertaken. 

The Project consists of four weirs, three on the Sutlej and 
one on the Punjab, as the Chenab is called below its junction 
with thfe Sutlej. The total area to be irrigated is 51,08,000 
acres or nearly 8,000 square miles, of this 20,75,000 acres are 
perennial, 30,33,000 non-perennial irrigation,' 19,42,000 acres 
are in British territory, 28,25,000 acres in Bhawalpur and 341,000 
acres in Bikaner. The total cost amounts to about Rs. 33-31 
crores, a portion of which has also been contributed by the States 
of Bhawalpur and Bikaner. The importance of this project in 
the economic position of those territories cannot be over- 
empha.sised because a large tract of desert waste has become 
avaiialfie for colonisation and sale, and been brought under cul- 
tivation for the first time. 

The entire Punjab plain possesses a magnificent system <;■>£ 
canals and water channels. The "Western Jumna Canal irrigates 
the soatl’i-east of the plain; the Sirh.ind Ca.nal also tvaters the 
sGiith-eastern plain. The Upper Bari Doa,b Canal, the Lower 
Gheiiab Canal, vtlie Lower Jhelum Canal, and .the famous Triple ■ 
Project or the Upper Chenab-Lower Bari Doab Canal System are 
other noteworthy ■works which have helped in increasing the 
producti'vity and prosperity of the Punjab. 



(c) The $arda~OvAb Camh. To irrigate the north-^ve^tsm 
districts of Oudli and some tracts of Rohilkliand, the Sarda was 
canalised and the sclienic was put into regular service in 1929. 
'The project, as a whole, contains 650 miles of main lines and 
3600 miles of branches and distributaries v/hich irrigates about 
T7 niiilion acres. 

(d) The Canvery Px.esenfoir Project. On the Cauvery at 
Mettur, a large dam is being constructed, tvliich will impound 
over 90,000 cubic feet of water. On the completion, the pro- 
ject through a canal of 88 miles long tvill irrigate a new area 
of 301,000 acres and wdll improve the water siiprdy for an area, 
of a million acres. The scheme will cost Rs. 61/2 crorcs, 

Area irrigated by canals and the value o£ crops 
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(c) 111 tlic Bombay Presidency the Bhandadara Dam, 270 
feet in height, and the Ehatgur . (Llyod) Dam have been respec- 
tively coniplcted in 1925 and 192 . 65 , which are designed to supply 
water to the canals irrigating the valleys below these lakes. 
As a result of these schemes waste lands have been converted 
into areas producing luxuriant crops. 

(/) in Bengal, the Damodar Canal had begun in 1926-27 
and will, when completed, irrigate 200,000 acres of rice land, 
in the Burdwan and Hoogly districts. The Barkeswar Canal 
in Birbhum is also under construction and will, when com- 
pleted, be able to irrigate 10,000 acres of land in a tract subject 
to occasional droughts, 

iTiigationai Works Conditioned by Natural Factors 

"We have seen that in India for the successful cultivation 
of crops, means of irrigation are indispensable. Now, we have 
to see how far the natural causes in India determine the system 
of irrigation. Certainly, the geographical factors play a very 
dominant part in determining the suitability of the irrigation 
system for a particular tract. We have already referred that 
canals are mainly found in the Punjab and in the north-western 
districts of the United Provinces, wells in the remaining part 
of the northern plains and in Central India, and tanks in the 
Plateau of the Deccan. 

The Indo-Gaiigetic Plains are specially favourable for canal 
irrigation; Owing to the flat surface and soft alluvial bed of 
the Iiido-Gangctic Basin, the numerous snow-fed rivers ^7hich 
command a perennial supply of water, and heavy density of 
population in rural areas, canal construction has been found 
most convenient and distribution of water most ccGnomical. 
In densely poptdated tracts there is a less likelihood of running 
water to waste because of the even distribution of water. 

Well system is suited to those areas where the level of the 
sub-soil water is fairly high, the sub-soil water abundant and 
the soil is not. rocky. In places, where the sub-soil water level 
is deep, it is not an economic proposition to irrigate agricultural 
crops, viz., in the sandy deserts of Rajputana where the depth 
is sometimes as great as 3 50 feet, it is too costly to lift water. 
Rocky beds also prevent digging of wells. In the Deccan Table- 



iand, the rocky nature of the soil, and the existence of the sub- 
soi.i water at great depths prevent an ordinary cultivator to sink 
a well for irrigation purposes. Many thousands of acres lie in 
a state of wilderness because of the want of proper system of 
irrigation. In the United Provinces, the Eastern Punjab, Bihar 
and Orissa and Western Bengal, well irrigation is more economi- 
cal and efficient because of the soft bed and moderate rainfall. 

'There arc many reasons why tank-irrigation is so promi- 
nent ill the Deccan. The first explanation lies in the peculiar 
configuration of the soil. Ths... undulating character, of the 
region,. -together with a rocky bed makes the canal construction 
prohibitive. Moreover, the rivers are not snow-fed and they 
are solely dependent upon the rain-v/-ater ; there are many 
streams which become torrential during the rainy season but 
dry up when rains cease. On the contrary, the existence of 
deep valleys between two hills makes it convenient and econo- 
mical to put a weir across them and impound rain-water in 
reservoirs for distributing a regular supply of water through 
channels to the arable fields. Lastly, the scattered population 
of the tract also favours the system of tank-irrigation. Generally 
speaking, a village possesses a small village tank which irrigates 
the fields of the cutivators. If a canal travels for long dis- 
tances without being utilised in the midway, the wastage through 
percolation of water will be immense. So this is the only 
possible and efficacious method by which the abundant rain- 
water can be conserved that would otherwise flow out uselessly 
into the ever-yawning oceans. Tank irrigation ha.s reached its 
highest perfection in Madras, 

AdiraBtages of Irrigation 

In spite of the huge capital expenditure incurred in the 
construction of irrigational projects, the advantages derived 
from them are overwhelmingly great. 

(1) The obvious merit of irrigation lies in the fact that 
it affo,rds an effective protection against famines and scarcity, 
even in those regions where rainfall is generally plentiful and 
certain. ■■ 

(2) Owing to the certainty and regularity of canal water, 
canals have facilitated the extension .of cultivation in tracts 
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subject, to scanty or precarious rainfall and liave increased the 
prodiictiTcness of the irrigated crops,. Ma.ny thousand acres of 
treeless wastes specially in the Punjab, in the districts of Lyallpiir, 
Shalipur and Montgomery and Rajputana have been converted 
into smiling lands abounding in rich harvests. 

(3) The cultivation of two and sometimes even three 
crops in a year is made possible due to an assured supply of 
water. Even in the sweltering heat of the summer season, when 
land is parched and hard baked and every blade of grass is 
scorched, cultivation of sugarcane, cotton, etc., can be carried 
on successfully without being dependent upon the rain-water. 

(4) As a result of the establishment of a large number 
of canal colonies, the pressure of population in congested areas 
has been greatly relieved. 

(5) ’^Zith the more equitable distribution of agricultural 
population, consequent upon the availability of irrigation facili- 
ties, there has been a marked increase in the agricultural wealth 
of the country. 

'(6) Another great advantage which follows in the wake 
of canal irrigation is that it brings the sub-soil water level up, 
where construction and operation of wells for irrigation purposes 
becomes easy and economical, 

(7) Railway profits, specially in the Punjab, have greatly 
increased, because of the increased productivity and commercial 
nature of the farming. 

(8) Thc.re has. hcen an increase in the revenues of the 
Government* not only directly, from the sale of waste lands, 
land revenue and water-rates, but also indirectly from the 
growing prosperity of trade and commerce, 

(9) The introduction of scientific methods of cultivation 
is made possible — leading to an increased productivity of the 
land. In short, irrigation has brought in its wake greater wealth 
and happiness where poverty and chronic misery prevailed at 
one time. 

Defects .of .Caaai Irrigation 

Canal irrigation is not free from its defects, it has pro- 
duced many serious evils, the solution of which requires an 
intelligent study. 
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(1) Tbe enormous .waste pf, water in, canal- irrigated tracts 
often leads to vvrftcr- logging 'whicii results in the death of plants 
due to the want of air or destruction of nitrates. Having too 
much water in the soil means the exclusion of air which is 
necessary for plant growth and for the activities of the sod 
organisms. Wet Lands owing to excessive presence of moisture 
generally tend to become weedy lands, which yield commonly 
inferior type of crops both qualitatively and qiiantitatively. 
Soils have thus deteriorated in the Punjab where thousands of 
acres have been tlirown out of cultivation by the rise of sub- 
soil water. 

(2) Excess of water, when applied to the fields without 
due rega rd to the needs of the crop, has more oftencr than not 
resulted in the accumulation of many injurious salts as an 
efflorescence (rch) on the surface making the soil hopelessly 
sterile beyond any hope of recuperation. 

(3) Lack of proper drainage together with the excessive 
moisture produced by water-logging has made the climate 
malarious, which is so frightfully injurious to the health of 
-the people* 

(4) Too much dependence of the ignorant cultivators on 
the subordinate canal staff for the supply of water is also consi- 
dered by some as a great weakness of the system. 

A Greater Need 

Although a considerable progress in providing irrigation 
facilities to the dry tracts of India has been achieved, yet much 
remains to be accomplished. The fear of drought in the country, 
where the prosperity of trade, commerce and industry is inti- 
mately bound up with the agricultural prosperity, is to be avoid- 
ed and any efforts to place agriculture on a more stable basis by 
providing a regular supply of water, would go a long way to 
the solution of the problem of poverty in India. It is esti- 
mated that irrigation facilities including all sources of artificial 
irrigation, whether undertaken by the Government or by pri- 
vate enterprise, arc available only to sixteen per cent of the 
total area cultivated. Tlius,, there is absolutely no provision of 
irrigation facilidcs for the remaining 84 per cent .of arable lands. 
The risky nature of the agricultural industry in India has reached 



260 


riRST APPROACH TO ECONOMICS 


to such rt serious state that it has made the agricixitiiral popula- 
tion ejuite inert and fatalistic— a feeling deterrent to sound 
economic progress. When the arid tracts of the Punjab can. be 
converted into smiling fields through a; network of ennais, 
there is no reason why further improvements of water facilities 
to the remaining tracts exposed to the rigours of occasional 
droughts v/iii not bring the same salutary chects upon the agri- 
cultural industry. To speak that the freakish nature of the 
Monsoons is responsible for the poverty of the Indian cultivators 
seems wholly fallacious. Rather it is the failure on the part 
of the people and the Government to guard themselves against 
this natural dchciency that is responsible for the adverse state 
of affairs. 

The attention of the Government and the well-wishers of 
the peasantry is now directed towards the improvement of 
village conditions. But it should be taken note of that all 
other schemes regarding the improvement of villages should not 
come unless the essential condition of providing water facilities 
is fulfilled. Statistics of crops taken in different provi nce s, have 
shown that the average output of a crop with irrigation facilities 
is generally 50 per cent higher, than that of unirrigated areas. 
Thus, the annual ^deld of crops can be increased to 5 0 per cent, 
if all the precarious tracts are provided with adequate artificial 
water facilities. At pbces, where canal water .cannot reach .or is 
not economically possible, the Government should come to the 
assistance of the agriculturists in the construction of wells by 
the provision of technical advice, grant of Taccavi loans, etc. 
Construction of tube-wells worked by cheap electrical energy 
can. be very successfully undertaken by the State. Some rudi- 
mentary form of co-operation still exists in the villages for the 
construction and working of wells, and it would really be a 
great thing, if agriculturists were to, organise themselves on co- 
operative principles -in sinking a.nd working tubc-wclls which 
<are sure to serve as an effective remedy against any failure of 
rains. 
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ORGANISATION 

Tlie Organiser? His Importance- and Necessity 

We have had already an opportunity in the foregoing pages 
of stating organisation as the fourth agent of production; let 
us now speak something of its importance and necessity in the 
modern industrial organisation. The function of an organiser! 
is to bring about a proper co-ordination of the various services 
of land owners, labourers and capitalists to get the best results 
with the minimum of expense and trouble and to remunerate 
them most satisfactorily. In other words, organisation helps td 
combine the services of land, labour and capital in the produc- 
tion of wealth. 

Even in the simplest form of production some degree of 
management, and organising ability are needed for success. 
For instance, an agriculturist who is his own landlord, labourer 
and capitalist must decide as to what crops should be grown on 
particular fields, and how many ploughings and waterings should 
be supplied to a particular crop. He must also select the kind 
and amount of seed to be sown and the type of manure to be 
applied in raising specially rich crops. He also exercises Kis 
organising ability in reclaiming poor lands or in improving their 
productivity, so as to yield more good results both in quality and 
quantity. Thus, even in elementary conditions, some degree 
of organisation or superintendence is necessary but the necessity 
of organization becomes much more insistent when the various 
factors, land, labour and capital are owned by dilferent persons, 
or are situated in different places. "An agency is required 
which will bring them together and co-ordinate their functions,, 
supply tiae various factors in the right proportion and at the 
right time, and see that each factor is remunerated for its con- 
tribution to production.'’ Success or otherwise of a business 
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ill the modern highly organised industrial 'system depends upon 
the degree o£ organization and the entrepreneur is the pivot 
aroiHid v/honi hinges the movement of the other factors of pro- 
duction. The strength of the different factors lies in their 
effective co-operation under one organisation. The issue of 
large scale modern industry, in the absence of any organization, 
can better he imagined than described; everything will go criss- 
cross, characterised by many awkward abnormalities and numer- 
ous fatal accidents, the output will be hopelessly diminished and 
in the absence of any initiative to improvements an. utter stag- 
nation will be brought about, and in no time the whole structure 
will come down crumbling to the ground, entailing incalculable 
hardships and immense losses to the labourers and capitalists 
alike, . 

The admirable note from F. A. Walker’s I^olitical Economy 
regarding the indispensable position of the entrepreneur in a 
modern industry will repay our study wdh He writes t.hat 
mastership or the enterpreneur system is essential to a large and 
varied production. The industrial enterprises of the civilised 
states could not have been brought to their present height with- 
out mastership, and could not be maintained at that height with- 
out it. In its first stage, the division -of labour does not 
necessarily imply the introduction of the master class. When the 
forms of production arc few, when materials are simple, when 
only hand tools are used, when each artisan working at his bench 
makes the whole of the article to be marketed, tvhen styles, are 
standard, and the consumers of the product arc found in the 
immediate neighbourhood, the need of the master is not felt. 
But whe-n the handloom gives way to the powcrioom, v;he.n, 
the giant factory absorbs a thousand petty shops, whe.n many 
persons of all dcg.rees of skill and strength contribute to a result 
which perhaps not one of them comprehends perfectly, when 
machinery is introduced which crushes stone and iron with the 
force of lightning, when costly materials require to be brought 
from tlic four quarters of the world through e\^ery la.ad, when 
the fashion enters, demanding incessant changes in form or 
substance to meet the caprices of the market, the master 
becomes a necessity of the situation. 
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Efficiency of Organisatiosi 

It lias been already pointed out tliat organisation is tlie soul 
o£ modern industrial enterprise. Elficicncy of organisation 
denotes capacity or ability to organise a business with greater 
economy of factors of production for obtaining the maximum 
results. Efficiency of Organisation depends partly on the other 
factors of production which he employs in business, and partly 
on the qualities possessed by the organizer. The organisers of 
business have been called '^captains of industry” who like the 
officers of army keep an ever observant eye on the internal and 
external conditions of the industry. 

An organiser in order to be successful in his business must 
have business acumen, judgment and a personality to inspire 
confidence and goodwill among his subordinates, colleagues and 
public men. Tie must understand thorouglily the nature of the 
demand and regulate his supply accordingly and should be able 
to anticipate the future possibilities and mai'ket conditions. 

In order to bring into full play the resources of different 
factors of production he must have also administrative ability, 
particularly in the direction of labour control. He has to see 
and exercise strict vigilance that each labourer is given the type 
of work he is best fitted for, that he neither shirks his work nor 
overdoes his part and that labour force in general is not put- to 
any vexatious or harsh treatment at the hands of subordinates. 

It is also necessary for an organizer to have full knov/ledge 
of the technical details of the business, of the machinery and 
appliances emplo^'^ed in the business, otherwise he is liable to err 
on many important details. 

Lastly, the organiser must be courageous and daring in 
order to meet successfully and boldly any unforeseen contin- 
gency . It often happens that in spite of all the best calculations, 
the business meets v/ith a partial or total reverse. It is on such 
occasions that the ability of an organiser is put to a real test and 
the less intelligent, shrewd and conscientious are eliminated 
during such trials. 

DIVISION OF LABOUR 

In the modern system of industrial organisation, Division 


264 


FIRST xlPPROACH TO ECONOMICS 


of Labour nieans die separation of different tasks in the 
^production of any commodity in such a manner that each 
Tvorker instead of doing the various kinds of labour for the 
"satisfaction of his own wants devotes himself exclusively to one 
iparticular task and usually to that hind of job for which he is 
;niost fitted. In the primitive societies, we find little or no 
division of labour; each man without the aid of others provides 
himself v.dth all the necessities of life. In the various stages of 
productive effort — from the primitive stage of direct appro- 
priation when man lived by hunting, fishing and procuring 
fruits, etc,, provided freely by nature, to the pastoral, agricul- 
tural, handicraft and industrial stages, we find “division of 
labour” assuming more and more specialised forms until in the 
modern times of mammoth factories the work is split into several 
fractional tasks, each undertaken by a worker or a group of 
workers. ” 

" Division of Labour may be simple or complex. Under 
simple division of labour, a man carries through the entire 
process of production himself, e.g., a shoe-maker does not only 
make the shoe but he also tans the leather and carries all other 
allied processes independently of anyone else. Under complex 
division of labour, the entire process of making a complete thing 
is split into minute sections, each of the productive process 
being given to each labourer, or to each group of labourers, c.g., 
|to continue the above illustration, instead of one cobbler work- 
ing intermittently at all the various stages in the mailing of a 
•shoe, in a modern shoe factory, the entire process is divided 
into various processes, each of them being assigned to a different 
Iworker. To the latter is given by the economists the technical 
|name “division of labour.” But while the workmen to attain 
specialisation divide the processes among themselves, they com- 
bine their efforts in producing the finished article, and hence 
division of labour has often been described as conibimitiQii or 
co-operation of labour. 

Forms of Division of Labour 

Penson has distinguished between four forms of division of 
labour which may be enumerated as follows; 

1. The division into trades and professions. This form 
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of division of labour arose at a very early stage of Knman 
society, wben people adopted different professions perhaps 
according to their inclinations and capabilities, and began to 
specialise in their callings. The assignment of separate duties 
to men and women, or of special functions to the king, to the 
Vv'arriors, to the priest, to the businessman thus giving rise to^ 
certain social classes, are examples from primitive society. Thel 
caste system in India is an instance of this form of division of 
labour which assigned special functions to four distinct castes.: 

2. The division into complete processes. Under this sys-; 
tern, the produce of one set of producers can be sold to another^ 
and utilised by them; the finished product of the one set pro- 
vides the material on which the other works. Thus instead of 
cloth being made by one person from the raw material, the 
cotton spinning, weaving and dyeing are done by separate 
workers each attaining a specialisation in his own branch of 
work. 

3. The division into incomplete processes. "With the in- 

troduction of factory system still minuter sub-division of labour 
has been made possible. Under this form, the industrial workers 
have difierent parts of the process assigned to them. The work 
of each is merely a contribution to the final product, from 
which it cannot be separated and can have no separate existence 
or value. W^ork becomes more automatic and specialised. For| 
example, in a modern shoe factory one man cuts out the leather, j 
another cleanses it; one cuts the sole, another makes tite heel;' 
one nails the sole on, another stitches together; one shapes the 
upper, another polishes the shoe. Thus the whole productiv(i 
process is split into unimaginable minute parts and each contri-* 
butes his special product to be used by his co-workers. ■' 

4. The division into districts suited to purticnldr indus- 
tries, It is also called, the 'geographicar or '"tcrritorlar division 
of labour. As a result of the combination of various pliysical, 
climatic, social or political causes industries become localised in 
particular centres. Rapid and cheap means of "transport 
and communication are greatly conducive to this territorial 
specialisation of labour. 
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Its Advantages 

(1) Increase of skHL Tlie skill or. dexterity of the worker 
is .Irairicasun-ibiy i.ncreased by repeatedly doing the same process 
day after day and year in and year out. Practice makes per- 
fect,- one who is a jack of all trades is master of none. 

(2) Saving of time. The gain in time is twofold; the 
worker has not to pass so frequently from one operation to 
another. Secondly, he can learn his special process in less time, 
thus shortening the period of apprenticeship, for as the task 
becomes sub-divided its difficulty is lessened. 

(3) Economy of labour power. Workers can be classi- 
fied easily and assigned to tasks according to their capacities. 
This adaptation of task to the faculties of individual workers 
under a liighly intricate system of division of labour leads to 
greater economy of labour and increased production. Light 
work can easily be performed by women and children while 
man can devote his energies in those operations -which require 
greater strength, intelligence and resourcefulness. 

(4) Breaking down barriers between different trades. 
As a result of the similarity of the work in different industries 
brought about by complex division of labour, it has been made 
possible for the labourers without any further training to move 
from one trade to another, when other trades offer better remu- 
nerations, or w4ien there is depression or unemployment in one 
or the other trade. Hence, division of labour has greatly 
facilitated the mobility of labour. 

(5) Economy of capital. As a labourer -works constantly 
at one process of the work, the machine can be utilised to its 
fullest extent. If a labourer tends many operations, it is but 
natural tliat while engaged in one process, the other tools, in 
the intervening period will remain idle. 

(6) Dimiimtion of physical strain. Strain is lessened by 
the use of machinery for burdensome and heavy tasks; mono- 
tony of work is also diminished, as the more monotonous works 
are usually taken up by machinery. 

(7) Increased use of machinery. There is a very close 
connection between the extension of division of labour and the 
extended use of machinery. 'Division of labour or specialisa- 
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tioii of ftiiictioiis by dividing the work of production into a 
number of simple and almost routine operations, facilitates tlie 
introduction of machinery which in turn widens the scope for 
division of labour. 

(8) Promotion of inventions. When a labourer works 
at the same process throughout his life, he has better opportuni- 
ties to observe defects in specialised capital and suggest im- 
portant inventions. Afany discoveries which have ultimately 
relieved them of much manual effort and strain have come from 
the brains of workmen. 

(9) Benefit of association. The modern factory life made 
possible by division of labour and the increased use of machinery 
has, by the virtue of closer contact and association of labourers, 
a great humanising, civilising and a sort of progressive influence. 

(10) Increase of output. The enormous increase in out- 
put, attendant upon factory production, lias benefited every 
individual in the form of low prices to be paid for commodities 
and has considerably raised the standard of living of the people. 

Its Disadvantages 

( 1 ) Decrease of skill. The excessive specialisation, of a 

single operation reduces the worker to the level of a mere 
machine-tender. He becomes less efficient, as instead of giving 
a complete finish to the article he only makes one small part 
of it. ' 

(2) Loss of inf crest. A worker, when he works at some 
small process, will not take the same interest, as when lie pro- 
duces the entire thing with his own hands. His mind tendf: 
to become narrow owing to the restricted character of Ins work 
and he no longer feels the sense of pride of having produced a 
t.hi.ng ivhich is a strong incentive to the accomplislimcnt of 
the highest kind of work. • 

(3) Mojwtony and dullness. The monotonous work 
amidst the chug-chug of the engine and the rattling sounds 
carried on with break-neck hurry has a cramping effect on the 
mental, faculties of a worker which is apt to stifle his initiative. 

(4) Congestion in cities. Division of labour is attended 
with factory system which is so often, associated with 
“crowded towns and cities, life under unhealthy conditions, 
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ibsence of personal contact between employers and employcdj 
itc.” ■■■■ . . ^ , 

(5) D/spIaccmenf of adult male labour by child and female 
■aljour. As tlie processes become simpler, there is a tendency 
Oil the pare of employers to employ cheap child and female 
labour. Not infrequently, adult male labour is made redundant 
or exposed to the competition of child labour by the introduc- 
tion of new machines, 

(fS) Extreme dependence of labour. It brings about an 
extreme dependence of man on other members of the group 
which is often, at least partly, an evil. A strike by a particular 
group of men — mining, for instance — may throw out of 
employment not only the remaining men in that business, hut 
also thousands or tens of thousands of others whose own work 
depends upon the product of the industry in which the strike 
occurs. 

The defects enumerated above are not Inherent in the sys- 
tem; most of them are temporary and remediable. A sound 
system of education to counteract the deleterious tendencies of 
narrow-mindedness, healthy surroundings, hygienic factories, 
shorter hours of work, increased leisure, humanitarian legisla- 
tion, and welfare schemes involving the provision of rest rooms, 
reading-rooms, dining rooms and playing fields will go a long 
way in mitigating the evils of the system. Its advantages far 
outweigh the disadvantages and this is the reason why division 
of labour is assuming a growing importance in every sphere of 
human activity. 

■Exteat of .Division of Labour ■ 

The extent of the division of labour in any kind of in- 
dustry depends upon the following conditions. 

( 1 ) The extent of the market. Division of labour involves 
production on a considerable scale, and this again depends on 
the extent of the market. Specialisation of functions can be 
carried on successfully only, when, there is a large demand to 
keep the large number of labourers fully employed. Division 
of labour is directly proportionate to the size of the market. 

(2) Nature of industry. Division of labour depends not 
only upon a large scale production for a large market, it also 
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depends upon continuous production. If the work is periodic, 
there ere less chances of specialisation in it, for the worker will 
have to shift to some other occupation •when he is out of -work. 
Idivision of labour is not applicable to agriculture O'v.dng to the 
seasonal character of the work, -whilst in manufactures, e.g., 
spinning and weaving, one can work continuously at the same 
process without being disturbed by any ordinary freaks of nature 
which counts so much in agriculture. 

(3) NiitHre of demand. Division of labour can be ad- 
vantageously practised, if the demand is steady and not marked 
by constant oscillations. Constant changes in demand ham- 
per large scale production and prevent the full utilisation of 
division of labour. 

I.OCALISATION OF INDUSTRIES 

I The concentration of a particular industry in a particular 
Tegion is known as the localisation or territorial division of 
labour. The reasons which determine the birth of industries 
in certain particular localities are numerous and diverse, but 
the localisation of great industries of today is generally attri- 
butable to one or two marked influences, such as nearness to 
raw materials or to sources of powers. The chief industries! 
localised in India are cotton spinning and weaving in the Bombay • 
Presidency, jute manufactures on the Hoogly, coal, iron and , 
steel industries in Bengal and Bihar and Orissa, tea in Assam,, 
coffee in the Madras Presidency, leather at Cawnpore andj 
Madras, the sandalwood industry in Mysore, sugar factories in’ 
the United Provinces and North Bihar, furniture, resin, turpen- ■ 
tine in Bareilly, silk-weaving at Benares, carpet-weaving at 
Mir^apur, and marble works at Agra. 

Causes of the ' Localisation of Industries 

Some of the important causes responsible for the loctilisa- 
tion of industries may be given below — 

(1) Nearness of raw materials. The extractive industries 
such as mining, quarrying, lumbering and fishing are necessarily 
localised in the neighbourhood of their supplies, e.g,, iron and 
steel works in Bengal, Bihar and Orissa, gold-mining in. Mysore, 
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wood“Works ill Bareilly and paper mills in Titagarli near 
Caiciitta. The cotton mills in the Bombay Presidency and the 
iute mills on the banks o£ the Hoogly near Calcutta are con- 
centrated due to availability of raw materials at hand. 

(2) Nearness to power. Industries get localised, near places 
which ca.n command the cheap supply of power, Forjneriy, 
before the discovery of steam when running water was used 
as povrer, mills and factories were set up on the banks of r.ivers. 
Later on, when steam began to be utilised industries tended to 
concentrate near coal repositories. Again, with the introduc- 
tion of hydro-eicctric power a gradual retreat is discernible. 

(3) Physical and cimafic conditions. They also play a 
very important role in the localisation of industries. Besides, 
sources of power, the climatic environments, advantageous situa- 
tion relative to ports and natural facilities for transport are 
regarded as of very great importance to certain industries. 
Lancashire’s damp climate is extraordinarily suited to cotton 
spinning and weaving, enabling finer yarns to be spun than 
in other localities. 

(4) AccessibiUfy to markets, . The presence of a large 
demand is in itself a great attraction to the development of 
industries. In former days, the industries tended to ilock around 
the royal court or the seat of fashion. The localisation of artis- 
tic trades in Agra, Benares, Dacca, Kanauj, Lucknow and 
Murshidabad can be attributed’ to the patronage of the court and 
of the v/ealthy population. Moreover, industries are attracted 
to the neighbourhood of large towns because there is a large 
dema,nd for their products. 

(5) Momentum of an early start. Sometimes industries 
tend to grow in a particular locality without any special reason, 
but merely because some pioneer started bis industry there. 
And once an industry is established it tends to persist there, a.s 
it conies to acquire many advantageous points with the passage 
of time. 

Advantages of Localisation 

(1) As a result of the localisation, the commodities .manu- 
factured in that particular locality acquire a reputation which 
secures for them a good market and a good price. Dacca mu.s- 
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lin, Kashmere siiavd,s and brass wares of Moradabad are good 
instances. 

(2) It also brings about a great increase in the eiHciency 
of labour, capital and land. A localised industry creates a kind 
o£ hereditary skill, as the children of the workers engaged in 
that Industry learn many intricacies of the trade unconsciously 
from their childhood. The place also becomes a good market; 
for that kind of labour which is employed by the industry, 
because the labourers when they start in scairch of employunent 
come to that place without any waste of time, hlorcover, it 
ensures a steady flow of labourers to the great relief of the 
employers. 

(3) Localisation brings about an all-round progress. 
Banking organisations come into being and industries can secure 
a sufficient amount of capital to finance their trade. Many big 
concerns come to stock the spare parts and accessories needed 
by the localised industry'' and to undertake the repairs of the 
machinery. 

(4) The promotion and growth of subsidiary industries 
is another advantage, resulting from the localisation of indus- 
tries, e.g., the development of Tata Iron and Steel Works at 
Jamshedpur has also led to the eUablishment of subsidiary in- 

-dustries such as the Indian Tin-plate Company, etc. Similarly, 
when good many industries work together, their waste products 
are utilised in the production of some other article, e.g., paper 
mills in Bombay use the sweepings of the cotton mills as their 
raw material. 

( 5 ) Sometimes supplementary industries are also started 
to provide employment for women and children, e.g., cotton 
mills near iron mills. 

(6) Lastly'-, owing to the specialisation of skill in that 
particular locality, the constant strivings of the industrialists to 
score over their competitors and a good deal of intercourse bet- 
ween the wiser. heads, there are greater possibilities of inventions, 
and improvements in that trade and industry. 

Disadvantages of Localisation 

(1) An industrial district which ; is dependent chiefly on 
one great industry is exposed to the risk of wide-spread un- 
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cmplovmeiit and sufferings in periods of depressions in. that 
industry, as t.ho fabourers cannot easily move to another industry 
doring tlira-. critical period. 

(2) T7jtcn a localised industry provides employment to 
one kind of labourers, c.g., when iron industry, owing to tite 
arduous nature of the wo.rk, gives employment to only .healthy 
male adult workers, the employers have to pay higher .rates of 
wages while the average money earnings of the workers remain 
^■ery low as other members of the family who, by reasons of 
sex, age, or want of aptitude for the particular industry, cannot 
find any employment ill that industry. 

(3) Lastly, congestion and over-crowding are a necessary 
concomitant of localisation. This raises the ground rents and 
prices to a high level and makes the standard of living costly. 
The big industrial cities of modern days are responsible for 
"squalor, drink, disease, immorality, crime and in the end de- 
mand hospitals, prisons and asylums in which we seek to hide 
away the human derelicts of society that are largely the results 
of society’s own neglect.” 

In order to mitigate the defects of localisation, subsidiary 
industries should be started to absorb the different classes of 
labourers. A well-devised sclieme of town-planning is an effec- 
tive remedy against congestion and over-crowding. 

THE SCALE OF PRODUCTION 

Production is conducted either on a large or small scale. 
Each has got its own good points, and that is vriiy we find both 
scales of production flourishing side by side. But the modern 
times have witnessed a very rapid growth in the average size of 
the industrial business. In fact, specialisation of functions 
together with larger volumes of output turned out under one 
o.!‘ganisatio.a has been the watchword of economic progress. 
Since the industrial revolution, owing to the division of labour 
and the consequent profitable employment of machinery, re- 
markable development in transport facilities and the widening 
of market, production on large scale has become the accepted, 
dogma of the industrialists. 

Large scale production refers to., the production of a com- 
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xi>odity on a large scale and it. involves the cmploymejit of a 
large number of labourers^ the xise of large and continuous supply 
cf raw material and power-driven machines under the same 
management with a considerable risk. Tlie growth of giant 
industries employing the most massive machines, where a lay- 
man’s imagination staggers and understanding refuses to work, is 
a modern phenomenon. Large scale production is characterised 
by concentration and the employment of the various factors of 
production on a large scale, be it in manufacturing indus- 
tries or in such commercial enterprises .as railways, traniv/ays, 
shipping or distributive agencies. In India, the large cotton 
and jute mills, the Tata Steel Company, the sugar, cement and 
match factories, railways, etc., may be given here as some of the 
instancc-s of large scale production. 

The advantages of the large scale production, in the words of 
Penson, may be summed up in one phrase — saving of proiiiiclii-e^ 
effort, that is, through economies of large scale production a 
given result can be obtained with less effort — or, in other wmrds, 
'at less cost. 

Advantages of Large Scale 'Production 

1. Economics of division of labonr. 'W'e have already 
indicated the economies resulting from the division of iaboxtr 
and their repetition seems superfluous. But it may be referred 
to in passing that in large scale production labour can be classi- 
fied more easily according to its capacity; expert skill can be 
employed to operate intricate and delicate processes and the head 
of the business, after delegating the routine functions to expert 
managers, can devote himself wholly to the larger questions of 
Xaolicy and general superintendence. 

2. 'Ecoiwviy of machinery. The gain from the employ- 
ment of machinery in a large scale production arises in the 
following manner. 

(a) A large establishment can alford to install expensive 
and specialised machinery even for comparatively insignificant 
processes which result in considerable economies in production. 

(h) It can, with larger funds at its disposal, also afford to 
bity up-to-date machinery and discard old ones, wriiereas in a 
small scale production it is not possible. 

18 
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(c) A large scale producer as against a small scale producer 
can employ experts to carry on improvements and experiments 
with a view to minimise the cost of production. 

(//) Cheap motive power can be secured as greater the 
quantity of motive power consumed in a factory, the expenses 
of production per unit tend to become lower and lower. 

(r) A large establishment has also its own permanent 
arrangements, for the repairs of buildings and machinery, which 
greatly reduce the v/orking expenses. 

3. Economy of land. In proportion to the output of tlie 
factory, a large manufacturer has to pay smaller rents than the 
small scale producer. 

4. Economies of buying and selling wholesale. More 
favourable prices at higher rates of discount and commissions 
and better qualities of raw material can be secured by making 
heavy purchases. Similarly, an appreciable economy can be 
effected by disposing of finished products in larger quantities. 
Moreover, when goods are purchased in larger quantities, a large 
scale producer gains in the shape of rebates on wagon-loads 
usually allowed by the transport agencies. 

5. Economies of material and the utilisation of by- 
products. In larger concerns the wastage of material is compara- 
tively less. Not only is the waste of raw material in bigger 
establishments checked, but eflArts are made to utilise waste 
product and by-products so much so that even small things 
which would have been thrown away under sinall scale produc- 
tion are eifectivcly employed for further production of wealth. 
For instance, in the mineral oil industries, material which was 
thrown away as waste is now utilised for the production of 
lubiicating oil, etc. It is said that not a single hair of the 
animals that enter into the big slaughter houses of the United 
States of America is wasted. 

6. Economy of advertisement. The cost of advertising 
and the expenditure incurred in the employment of agents and 
commercial travellers to canvass the sales of the products of a 
big establishment are comparatively less in proportion to its out- 
put, It is beyond the capacity of a small scale producer to give 
publicity to his goods to the same extent. 

It may also be mentioned here that consumers as a class bene- 
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■fit considerably because due to economies of large scale produC“ 
tion the cost of industrial products per unit goes down. 

Limitations of Large Scale Prodn-ction 

From tlie numerous economies effected in large scale pro- 
duction, one should not run away with the idea that the larger 
the scale on which a business is carried on, the more profitable it 
must be. There are certainly some limits beyond which further 
expansion is uneconomical. The following are the main limi- 
tations of large scale production. 

1. 7Vjc’ capacity of the employer, ElOScient management | 
and supervision is the keynote of a successful large business. | 
With the expansion in the size of the enterprise, so many com- 
plexities arise that compleiely surpass the capacity and energy 
of an ordinary employer. The minute supervision of the work- 
ing of the different factors of production together with an 
effective control of the hired labour which has got no personal 
interest in the success or otherwise of the business demands the 
greatest abilities of the directing agency. Unless an employ^er 
is gifted With an exceptional combination of versatile qualities 
for thoroughly organising the great and varied complexities 
that arise in the course of a large business, there are fewer 
possibilities of success and hence the expansion of a business is 
regulated by the capacity of the employer. If the scale of 
business exceeds the point where it cannot be supervised pro- 
perly, the economics resulting from large scale production are 
nullified to a considerable degree by the wastage and leakage due 
to inefficiency of organisation. 

2. The extent of the market. Large scale manufacture 
implies j'lroductioii of commodities on a stupendous scale. If 
the denaand for a particular kind of commodities is small and 
is characterised by constant fluctuations, it is not economical 
for a large scale producer to glut the market with superfluous 
goods v/hich have no demand in the market. Other things 
being equal, the larger the market, the more steady and uniform 
the demand, die greater will be the tendency towards large! 
scale production. Large scale production by producing articles | 
at cheaper prices leads to an extension of the market. In 
earlier times when, producers sold their goods only to their 
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Irani cdiate ncigliboiirliood, the market was very narrow and the 
scale of production very small But at the present day with 
our highly developed means of transport, with easy communi- 
cation by post, telegraph and telephone, with our banking sys- 
tem and our various forms of commercial machincr)^ producers 
iincl a market in the most distant places and the possibilities of 
increasing the size of their business are enormously increased/ 

3. The iMt'ure of the business. Certain types of busi- 
jiesscs are more successful on a small scale than on a large one. 
For example, in agriculture large scale production beyond a 
certain limit is not economical, on account of the seasonal cha- 
racter of the work with no benefit arising out of -the division 
of labour and the costly expenditure incurred in the supervision 
and management of farming operations scattered over a long 
area. The large scale production is also not possible in such 
business as tailoring, where individual tastes or requirements have 
to be satisfied, or again, in such trades as the manufacture of 
ornaments, where the "master’s eye” needs close supervision over 
every minute process of the work. 

Siaaii Scale Prodmetion ^ 

’When production is carried on by a producer or craftsman 
with very little or no division of labour in his house surroundings 
with the aid of his relations or a few labourers asid small amount 
of capital and raw materials, it is called small fscale production. 
No high degree of business ability or administrative capacity 
as required in the management of large scale enterprises is to 
be met with in the case of small scale business. Small scale busi- 
ness can adapt itself very conveniently to the requirements of a 
selected group of consumers. The small scale business still holds 
a very important place in the industrial economy of our countf}?- 
ill spite of all the progress and advancement made in large scale 
business during the last half a century. 

The advantages of small scale business may be enumerated as 
follows — 

L The small scale producer due to greater personal super- 
vision and interest in the prosperity of his business can maintain 
the efficiency of his products, men, machines and materials. 

2. Due to greater personal supervision and perseverance. 
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more attention is paid to die details and the quality of the pro- • 
duct as a result of which more economies and successful results 
can be had sometimes in small scale business. It is for this reason 
tliat those businesses which require minute attention to details 
are generally conducted on a small scale* 

3. Lasdy, due to personal touch between the employers 
asid the employees in the small scale business, the grievances or 
inconveniences of the labourers can be conveniently and expedi- 
tiously removed; the industrial unrest and disharmony — a con- 
spicuous and baflling evil of the. large scale enterprise — resulting 
in strikes and lock-outs can be averted, and the consequent 
suffering and loss of the labourers who are thrown out of 
employment for several days together can be mitigated to a 
considerable degree. 

Scale of Procliictiosi in Agriculture 

In agriculture too, like all other departments of produc- 
tion, cultivation of land is conducted, either on a small scale 
by a cultivator of small resources v/orking and supervising each 
and every process of the work with minute care and special 
attention himself, or on a large scale by a capitalist-farmer who 
employs an extensive acreage of land, a vast number of field 
labourers, an up-to-date agricultural machinery and implements, 
and turns out large quantities of products under the direct 
management of the salaried supervisors. Large scale farming is 
generally to be met with in new countries, where extensive tracts 
of land and large amounts of capital are available. In countries 
like America, Canada, Russia and Australia, large scale farming 
is practi,sed to the great profit of the agricultural industry. 
Agriculture, c-ve.n in advanced countries, is commonly conducted 
on the basis of one-man or one-family producing unit on 
account of some biological and economic factors involved in its 
working. . 

Advantages and Disadvantages of Large Scale 
Farming 

ilrxcuy, the advantages of large scale farming over small' 
scale one consist in the proper rotation of crops, a good drain- 
age or irrigation system, "suitable facilities of fencing, roads and 
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ifoot-patKs, greater division o£ labour and the consequent eco-^ 
inomic utilisation of the specialised machinery, application of 
jchemical fertilisers and farmyard manure, availability of expert 
iatic! scicfitihc skill, economics effected by making wholesale pur - 
jcliascs and sales, opportunities of raising particular crops accord- 
iing to me suitability of each plot of land, and better facilities 
for carrying out experiments. In raising staple crops like 
wheat, cotton, rice and sugarcane which do not require 
much personal supervision and careful nursing, large scale farm- 
ing has proved more economical. A capitalist-farmer practising 
agriculture on a large scale needs to have great executive and 
business ability. 

Despite all these advantages, there are certain limitations in 
large scale farming which so clearly explain the persistence of 
small scale farming. Broadly, we may summarize the dis- 
advantages of large scale farming under three heads. 

( 1 ) The first difficulty in bringing the large scale farm to 
a successful issue lies in its costly supervision and management, 
as the area over which agricultural operations are spread is too 
large and as such the "master’s eye” cannot efficiently work 
everywhere. A great loss of time and energy is incurred in 
going from one part of the farm to another, in carrying tools 
and machinery and other requisites from one place to the actual 
spot of operations. Thus economy of time is not so much 
possible in agriculture as in some manufacturing industries. 

(2) The second difficulty arises out of the seasonal charac- 
ter of the work. In a factory, operatives after being assigned 
different jobs according to their capacity and energy work, on 
those operations continuously in exactly the same manner year 
in and year out and a very little amount of supervision and 
management is needed to direct the working forces of the fac- 
tory. But agriculture is a biological industry rather than, a 
mechanical one. In large scale farming, it is pretty difficult for 
the farm manager to reorganise several hundred .labourers >nrmy 
times duruig the farming season in accordance with the varia- 
tions in the meteorological conditions. Supervision becomes 
costly and unwieldy too, where the nature of the work changes 
from month to month, day to day, and even from hour to 
hour. In agricultural industry, as contrasted with manufac- 
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turing industries, the farm manager has to contend 'tvith 
abnormal, miforeseenabic and nncontrollabie v/hinis of the 
weather. For example, on the appointed sowing day, if a hail 
storm were to come, all pre-conceived plans will be upset and 
the whole working force of the farm will either sit idle or 
j)ave to be reorganised which requires men of great promptness, 
intelligence, resourcefulness and executive ability. Owing to 
these handicaps, division of labour and machinery find little 
place in an agricultural industry. 

( 3 ) Lastly, the individualistic tendencies of the cultivators 
and their natural aversion to work in gangs prove a great 
obstacle in the way of successful organisation of a large aggre- 
gation of farm labourers under one management. They are 
unaccustomed to disciplined hours of work and hence their 
preference to v/ork independently. 

Farming in India 

India is a land of small holdings, petty cultivators and, 
small villages, where small scale is the general rule. In our 
country, on account of the appalling poverty of the agricultur-, 
ists, the stay-at-home habit of the people, the minute sub-division; 
and fragmentation of land holdings, the want of efficient irri-. 
gation and transport facilities, tfie low organising capacity of the 
cultivator mainly because of his’ want of education, the excessive; 
pressure of population on the soil, and the absence of enterprise,.; 
large scale production in agriculture is conspicuous by its absence. 
The small scale cultivation is practised on traditional lines. But 
in spite of his illiteracy and conservatism, he understands his 
business well without having attended classes in agricultural 
schools and colleges. As J. Mollison remarks: "To those who 
arc sceptical I can say in parts of the Presidency, cultivation by 
means of neatness, thoroughness and profitableness cannot be 
c:;.:ceeded by the best gardeners or the best farmers in :uiy other 
part of the world. This statement I deliberately make and 1 
am quite ready to substantiate it.” Although the application 
of science to agriculture concerning implements, machinery, 
■utilisation of power, large irrigational . works, experimentation 
on crops and diseases, artificial manures, etc., can bring about 
considerable economies and be of immense help to the Indian 
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agricukurists, yet owing to a variety of factors mentioned above 
tbc scope of scientiHc enkivation on a large scale is very much 
limiJtcdrin India.. At present, the yield per acre is extmr=-.cl/ 
low and millions of agriculturists who arc the hardest worked 
people of the country starve and do not see even one full meal 
in a day. They work most industriously and inleliigcntly, live 
perhaps a most frugal life and still they live on tlic verge of 
karvadon. It is not that they do not raise sLi.rHci,cn,t arnoirat 
of crops for their maintenance, but on account of their ignor- 
ance and poverty they arc exploited and cheated both in private 
and public life. 

As the agricultural industry is the mainstay of the country 
and as the progress o£ the nation and the development of its 
resources are intimately bound up with, rural development and 
progress, it should be the first and the foremost consideration 
with the legislators, reformers and experts to increase the pros- 
perity of the agricultural masses, and serious and earnest efl'orts 
should be made to devise ways and means so as to enable the 
cultivator to produce his crops at the smallest costs to ensure Kim 
the greatest amount of net profit. The solution of the problem 
Iks not in increasing the yield of his field but in devising ‘means 
to give him increased profits which alone can bring about his 
prosperily and fulness of life. The illiteracy can, be removed 
by the establishment of primary schools, having an agricultural 
bias on extensive scale in rural areas. So long as there is illi- 
teracy, all suggestions for the improvement of agricult'.urc will 
fall flat upon their ears. The econom.ics of large scale .farming 
can be secured by the formation of co-operative assoidations of 
ind.ivldual farmers. For example, farmers may combine on 
co-operative lines to obtain cheap credit and to purchase costly 
machinery and implements for their common use, or thm/ may 
join in sinking wells with pumping arrangements for irrigaiinjt 
tracts now depending for their cultivation on tlic vagaries o.i' 
the Monsoons, or they may allot a separate pasture for the 
grazing of cattle, or they may form commBn purchase and sale 
societies to eliminate the profits now appropriated by the 
Mahajans.^ Co-operation is the real solution of many of the 
economic ills of the agriculturists, and if its prijiciplcs arc carried 
out on right lines the movement will prove a beacon light to 
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the agriculturists who are now enveloped, in the darkness of 
igiiorancCj fatalism, misery and destitution. 

Vitality ©£ Cottage Indiistries- in India . ' 

Cottage industries are those wliicli produce a.rticles of use 
on a small scale. It is also called family system of production 
with little or no division of labour in contrast with the system 
of factory production, where there is a large aggregation of 
Jiien a.nd machines under an employer and division of labour is 
carried on at a high pitch of excellence. Cottage industries 
must be distinguished from the factory industries inasmuch as 
the former are carried on by artisan.s on a small scale, mostly 
in their own homes assisted by the labour of the members of 
the family, or a few hired labourers or apprentices. Some cot- 
tage i,n.dustnes are carried on by people engaged in them as their 
primary occupation while some are taken up by the vagricul- 
turist to supplement their meagre and uncertain income as 
their secondary occupations. 

India at a very early stage of civilisation when she was at 
the height of her glory and splendour attained a high degree of 
skill and dexterity in her handicrafts and artistic industries 
which were not surpassed by artisans of any other country. At 
a time when the west of Europe, the birthplace of the modern 
industrial system was inhabited by uncivilised tribes, India’s 
artistic products vtere highly appreciated and extensively 
marketed throughout the important countries of the world. 

As a result of the Ir/dustrial Revolution in the West and 
the advent of Britishers into India, the cottage industries which 
had once enjoyed a world reputation began, to decline and the 
decline was most marked about the middle of the nineteenth 
century when many forces served to precipitate their dcwnfalL 
Tlic importation of cheap articles manufactured abroad by th.e 
large scale industries equipped with the most efficient organiza- 
tion and labour saving appliances, the disappearance of tlte 
patronage of the Mughal Courts and the nobility resulting in a 
complete cessation of the main demand for the products of tl^e 
indigenous handicrafts and the consequent changes in the tastes 
and outlook of the people, the laissez-faire policy of the India.n 
Government, and lastly, the unpreparedness and the absence of 
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aixy ink-iatpv'e among the artisans to adapt to the changing cif- 
ciimstances and to combat against the corroding tide of the 
Wmsteni industrialism, led to the extinction of thx cot:tagc in- 
dustries and to more intensive ruralisation of the country. 

Although terrible has been the blow from, the side of 
machine industries, both of India and foreign countries, the in- 
digenous industries have survived the rude shock and hi spite of 
ail tlicir backwardness and drawbacks, they possess a remarkable 
vitality and constitute a very significant factor in the economic 
and industrial life of India. Cottage or small scale industries 
are to be found in almost every village and according to the 
Report of the Indian Industrial Commission the number of the 
workers in the various cottage industries is still much larger 
than those of the operatives employed in the organised industries. 
The importance of cottage industries can be gauged from 
the fact that they still give employment to 9*4 per cent of the 
total population of the country as against 0-6 per cent employed 
by the factory industries. The survival of the cottage indus- 
tries can be attributed to the advantages accruing from the 
artistic nature of the industries which, by ,^heir very nature, 
offer no scope for standardised production, proximity to markets, 
cheap labour in the off-seasons, and the free services of the chil- 
dren and other members of the family. 

Their Present System, of Organization 

The main defect of the indigenous industries carried on a 
small scale seems to lie in the lack^ of training and education 
of the artisans and in the absence of any suitable organisation 
to bring their co-ordinated efforts into full play. To take a 
typical example of the handloom weaving industry wliich gi«/e.s 
employment to about sixty lakhs of workers and supplies nearly 
one-fourth of the demand of the country, we find the organiza- 
tion of the industry hopelessly inadequate and defective. Tlie 
handloom weaver is the entrepreneur, labourer, landlord, seller 
and buyer, and sometimes a capitalist as well, if he happens to 
own his capital; he is one in all with the result that he is ineffi- 
cient all round, as the various forms of the activities undertaken 
by an illiterate artisan with perhaps no knowledge of business 
principles cannot be discharged efficiently. The methods of 
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production arc too inadequate and wastefuL The want o£ any 
suitable facilities for finance, the supply 'df raw materials and 
tlic marketing of finished products deprives them of much of 
the fruits of their economic labour. A large number of artisans 
have fallen into the clutches of the Mahajans who advance money 
for purchasing capital goods and other expenses at exorbitant 
rates of interest and purchase the finished articles at prices 
dictated by themselves with the consequence that they eke out 
a very miserable existence as much of the profits are intercepted 
by the middlemen. The evil is aggravated by their want of 
education and sheer ignorance as a result of which they are 
exposed to the deceitful practices of the shrewd middlemen. 
The system needs overhauling. 

Importance of Cottage Industries 

The establishment of the present languishing cottage indus- 
tries o/ a more stable basis, with a better system of co-opera- 
tive organisation, assisted always by the ready advice and mone- 
tary help of the Government, will be a real asset to the country. 
The development of the cottage industries is immediately requir- 
ed as it will help the poor people of India in many ways. There 
is no antagonism between cottage and factory industries; both 
can flourish side by side as is evidenced in the case of the highly 
industrialised countries like Germany, Japan, France and Sv/it- 
zcrlandj where cottage industries, in spite of the tough competi- 
tion of power industries have not been ousted or superseded. 
The chcouragcracnt of the cottage industries will provide sub- 
sidiary employment and income to the surplus agi'icultural 
labour which has to remain idle for a major portion of the year. 
Moreover, tlic fears of famines and other unforeseen natural 
calamities can to a large extent be mitigated, if the people have a 
subsidiary occupation to fall back upon. In the words of an 
economist, they will serve as. a scepnd string to the bovv?- of the 
agiicixltiirists. The annual quantity of production of the 
country can be considerably increased by the employment of 
child and female labour, if the industries are carried on in the 
midst of their families. 

Again, many of the evils attendant upon the factory system 
such as overcrowding, loss of freedom for the worker, drunken- 
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nessj low mid cxpcnsi^-e pleasures of . tlie cities and tlie unliealtliy 
conditions under wliicli workers liave to work and live may be 
avoided to a certain extent in the case of small industries. 
On tlie toj> of all that, the cottage industries arc more suitable 
to the genius and temperament of the people as they tlislike 
tlic discipline of regular hours of work and the strenuous exer- 
tion ill a factory and prefer to earn a scanty living in their own 
villages rather than travel to distant lands in search of employ- 
rnent. The introduction of cheap hydro-clectric power and its 
distribution in the surrounding rural areas is likely to open 
another important chapter in the career of our cottage industries. 
Kand-spinning and weaving, calico printing, dyeing, carpet 
weaving, metal working, sericulture, embroidery work, work 
in precious metals and jewellery, wood-work including car- 
pentry, furniture and cabinet making, pottery and ceramic 
wares, leather works, fine artistic works such as carving in wood, 
ivory or stone, and toys are some of the important cottage 
industries of India that may prove to be the most successful 
handicrafts in the future industrial economy of the country, 
provided organised efforts are made to strengthen their present 
decadent condition. 

Suggestions for Improvement 

In view of the fact that our cottage industries still survive 
with remarkable tenacity and upon whose prosperity depends 
the prosperity of the millions of Indians, means should be sought 
for their consolidation and improvement. 

(i) Hducdtlon. of the workers. "We have already seen liow 
the artisan is handicapped in different ways by his want of 
education. Pie is conservative, imambitions and unenterpris- 
ing; he should be given general and technical education. Many 
technical schools have been started for imparting technical edu- 
cation, but for a variety of reasons they have not yet availed of 
these opportunities.” Industrial schools of a more practical 
character are the need of the moment. 

(//) Fiiiaitdd assistance to cottage imhisiries. Co-opera- 
tive credit societies and in some cases the Department of Indus- 
tries might lend money on easy terms to the craftsmen. Most 
of the artisans like agriculturists are in the sticky grip of the 
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Mahajan, Tools and up-to-date inacliinery should, be supplied 
to the artisans to improve phe efficiency of production. 

(/7i) State patronage. A bolder policy and well-clialkcd 
out programme of encouraging and patronising artistic indus- 
tries should be adopted by the Government. The propaganda 
for the popularizatio.a of the cottage industries should be con- 
ducted in a business-like spirit and concrete proposals for any 
improvement should be backed by monetary support and expert 
advice. . , 

(iv) Provision of markets. Co-operative credit societies 
should be organised for the supply of raw materials to individual 
artisans and the sale of the finished articles deposited by those 
artisans in a common warehouse. Owing to the lack of market- 
ing facilities, the artisans are stripped of their due profits, and 
so efforts should be made to completely oust the middlemen 
from their midst. The Arts and Crafts Depots of Lahore and 
Lucknow were started in order to remove this handicap to some 
extent. Industrial exhibits will also serve to extend the demand 
for such articles. 

{v) Public patronage to home-made goods. A noteworthy 
feature of the recent years in India has been the growing ten- 
dency among its nationals to use only those articles produced 
in their own country, even if they are more dear and less fashion- 
able and durable. In fact, the deep realisation of the foreign 
economic domination, a rise in the nationalistic spirit and tha 
Swadeshi Movement inaugurated by Mahatma Gandhi have all 
concurrently given a new fillip to the rise and expansion, of the 
cottage industries in India. If we want to see our cottage indus- 
tries prosper and starving millions properly fed and clothed, 
we w.iil have to make some sacrifice so long as they arc in 
their infantile stage and not placed on a sound footing. Tliere 
must be a determination on the part of the people to consume 
goods manufactured in the country and they must inscribe upon 
their .hearts that public patronage is far more conducive to the 
success of the cottage industries and the prosperity of the nation 
at largo than the highest form of any Government patronage. 
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AGRICULTURAL AND INDUSTRIAL DEyELOPMENT 

IN U. P. 

Industries : — 

Board of InduslTies created 07 the IJ. P. Government 
has decided to help pioneer industries of the province by sanc- 
tioning grants-in-aid. The Board has selected the following 
industries as suitable for development in the province: — ^Leather- 
Boards, Leather-belting, felting of wool, making of wine gauges 
for sugar factories, lock making, scissors and cutlers making and 
making of paper and cloth paper. 

The activities of the U. P. Industries Department have 
resulted in an all round improvement in the cottage industries 
and marketing organisation in the province. To promote the 
development of rural industries many interim grants of Rs. 1000 
and over have been given to many districts. Extensive survey 
of minor industries, e.g., oil, soap, ghee, cane furniture, toys, 
pottery and glass-ware has been undertaken. 

The work on the preparation of improved fibres and wool 
will be done at the H. B. Technological Institute, Cawnpore 
and arrangement for the appointment of a full-time chemist 
is being made for a period of 5 years. 

In the department of wood working industry, satisfactory 
progress has been made by the wooden Toy Making Class started 
at Deochara, District Bareilly. Demonstrations in the use of 
modern tools are being regularly given to the village carpenters. 

In connection with the development of the glass industry, 
two furnaces will shortly be erected at Ferozabad. Attention 
is being concentrated on the inside working and the equipment 
of the laboratories. 

For the purpose of promoting the hand loom industry, tv/o 
hand merccfizing machines and a calendering machine have 
been distributed by the department. The U. P. Government 
have approved a new scheme of starting 25 hand loom stores. 
The stores will work on co-operative lines. Each store will 
have 5 societies with 200 members each. The aim is to make 
the marketing organization a federation of production stores 
and to organise the industry on a co-operative basis. It is un- 
derstood that Government have provided to spend ultimately 
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Rs. 26,500 for the purpose. A Central selling depot for all 
cottage industries in the province will be opened at a central 
place in Lucknow with its production and distribution agencies 
spread all over the U. P. and outside. 

The Bee-Keeping has been particularly cared for. The 
Jelii Kote 7\piary in Naini Tal is doing very good work. It 
is the only Apiary in India where training is also given to stu- 
dents in practical hive-making. 

The research vmrk has, also been carried out in regard to 
the utiirzation of Molasses. The manufacture of power Alcohol 
from it awaits the sanction of the Government. 

The U. P. Government have sanctioned the scheme for the 
manufacture of bicycles and gramophone records in, the pro- 
vince while the scheme for the manufacture of tin lanterns has 
been referred to the technical experts for study and report. 

The scheme for the manufacture of umbrella hilts, time- 
pieces and clocks has been referred to the Principal of the Tech- 
nical Institute, Lucknow for making necessary trials and then 
to submit a detailed report. 

Agrlculiure '. — 

An outstanding event was the decision to start 500 new 
seed stores with the necessary staff under the Rural Development 
campaign. The department this year distributed a total of 
23,98,1 57 maunds of improved seed. The number of private 
farms which worked under the departmental supervision was 
1372. 

In addition to the two agricultural schools, the College at 
Cawnpore continues to impart agricultural training of the 
highest order. Training and short courses were provided in 
practical dairy, poultry, preservation of fruits and vegetables. 

Research in the improvement of crops is being conducted 
under three economic botanists. The agricultural chemist is 
engaged in. the problem connected with the soils. The Entomo- 
logist is devoting a good deal of attention to the control of 'Pink 
BolP work of cotton. Experiments connected with the im- 
provement of oil seeds, small millets, pulses and fibre crops were 
done at various places. 

The breeding of pedigree herds of cattle v/ent on at many 


288 


FinST APPROACH TO ECONOMICS 


farms while iiivostigadon on the nutritive value of a number 
of cultivated, fodders are going on at Jhansi. The depart^nent 
distributed 628 stud bulls during , the year. Great strides have 
been made in sugar cane research work. The study of the fac- 
tors which limit sugar cane production in the U. P. was coii- 
tinuecl to be made in the scheme for sugar cane physiology at 
Sliahjahaiipur. 

The section of agricultural engineering was responsible for 
completing 402 tube wells and 30 Artesian wells in Tarai and 
Bhabor areas. The improvement and designing of agricultural 
implements is engaging the attention of the department. 

The marketing section is busy with the collection of data 
and the preparation of survey reports. Countrywide study is 
being made, of the problem of standardization of weights and 
measures. Experimental grading of hides and Ghee and eggs 
testing stations have been started. 

MARKETING OF AGRICULTURAL PRODUCE 

A five years scheipe of marketing of agricultural produce 
on co-operative lines has been approved by the Government 
with a grant of Rs. 17,000 for the employment of supervisors 
besides the creation of ten temporary inspectors. The scheme 
proposes to cover about 40 districts and many principal crops. 

About 250 supervisors who have been selected are under- 
going training. It is expected that each supervisor will be able 
to organise 5 S societies in five years. The batches of supervisors 
recruited .in 5 years are expected to cover 35,000 villages. About 
■’80 centres for marketing have been- fixed in the province and a 
se.nior inspector of the department has been appointed as a pro- 
vincial marketing inspector for co-ordinating the activities of 
the various circles. The questions engaging the attention of the 
marketing inspector are; The fixation and reduction, of 
marketing charges, transportation charges, finance, storage, as- 
sembling centres and the sale depots. 

FORJVfS OF BUSINESS ORGANISATION 

1.11 the initial stages of industrial society, organisation 
played a very minor part in production. The same artisan 
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ov/ncd the land, labour and small capital and organised the 
whole business sharing in profits and losses as well. But with 
the growing complexities and increasing volume of business, the 
business management has had taken new shapes suited to the 
new requirements of th'e business. Various types of productive 
organisations ranging from the single entrepreneur system to 
tlie well-organised large scale industries employing highly spe- 
cialised labour according to the size of the business, are to be 
found flourishing side by side. In manufacturing industries the 
various types of business organisation in the modern wmrld 
may be enumerated as follows. 

Tlie Sintgie Entrepreneiir System 

It is the oldest and the simplest form of business organiza- 
tion in which a single entrepreneur after furnishing himself 
with his own land, labour and capital or, as he is found in some 
instances, hiring such land, labour and capital according to his 
requirements, works the raw materials and directs the general 
policy of the business. The entire responsibility of the busi- 
ness falls on his own shoulders; if the business succeeds the 
profits are his, if it fails, he bears the losses. This form of 
business management is best suited to agriculture, small retail 
trade and small cottage or shop industries. This is why the 
entrepreneur in this system also goes by the name of cottage 
•^vorker or home worker. There are countless artisans in the 
Indian villages and small towns who work on their own account 
and prodtice articles on a small scale for local consumption. 
The success of the business in this system entirely depends on 
the organising ability and initiative of the entrepreneur. 

The chief advantage of individual ownership lies in the 
great personal interest of the employer in the business, and 
consequently a greater incentive to secure cconoiny and eifi- 
ciancy than in any other form of business organisation. The 
disadvantages are that (a) the man at the head of the business, 
however intelligent and capable, cannot successfully direct all 
departments of a large and complex business; (i^) the capital 
that an individual can command is necessarily limited; and (r) 
the uniiniited liability of the individual entrepreneur to some 
extent cliecks enterprise and experiments so essential to 
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and improYeincnt of the business. 

Partnership 

With the expansion of business, in pursuance of prosperous 
trade and. ever-widening markets, the need for more capital, skill, 
energ)'' and experience was increasingly realised and partnership 
business came into existence to replace the individual entrepre- 
neur system, where the latter proved inadequate and defective. 
In the case of a partnership two or more but always a limited 
number of partners may join to carry on a large and difficult 
enterprise contributing their resources, sharing losses and gains 
in definite proportions settled by a mutual agreement. The 
management of the business is also divided, and each takes up 
that work in which he is most efficient. The partners are jointly 
responsible for the debts of the firm and the liability of each 
one of them is unlimited i.e., each partner is legally liable to 
the extent of all his property (whether invested in the partner- 
ship or not) for all the obligations contracted in the course of 
business by any other member of the firm. 

The chief advantage of partnership lies in the greater con- 
trol of capital and organising ability over that of individual 
ownership, better efficiency can be secured in the business by 
utilising the special aptitudes and attainments of the partners. 
More capitrd can be secured than in the case of single entrepre- 
neur system, and it can adapt itself more easily to different 
varieties of production and demand than the larger and more 
cumbrous forms of business organisation. But ' unlimited liabi- 
lity is a great defect and tends to restrict enterprise. The supply 
^ of capital is not adequate for starting large scale enterprises. The 
business is also liable to break down due to the personal quarrels 
and on the retirement, death, lunacy or bankruptcy of a partner. 

.Joint- stock Companies .■ : 

When tlie size of the business began to grow larger and 
larger and more hazardous as well, it became increasingly diffi- 
cult for a few partners to invest an adequate amount of capital, 
and hence the partnership system was substituted by the joint- 
stock system. A joint-stock company has been defined as "an 
association of individuals for purposes of profit, possessing a 
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common capital contributed by the members composing it, such 
capital being commonly divided into shares, of which each 
possesses one or more, and which are transferable by owners.” 
The main differences are that in a joint-stock company, unlike 
partnership, shares are easily and freely transferable owing to 
the wonderful mechanism of stock exchanges, and secondly, 
in a partnership, each partner is personally liable for the whole 
of the debts of the partnership business, vthereas in limited 
company the members or shareholders, as they are properly 
called, have no individual liability to its creditors for the debts 
incurred by the company but their , liability is limited to the 
amount of shares they have bought. For instance, if a share- 
holder has purchased, say five shares cf rupees fifty each, his 
iiabiiity for the debts of the company ends on payment of 
Rs. 250. The limited liability system means that the risks of 
business in the case of individual shareholders arc specified and 
do not exceed the extent of the share or shares purchased by 
him. The method by which the individual resources are pooled 
up may he described somewhat as follows. 

The total capital (or auf/jorked capital) is that capital 
which the company is authorised to raise from the public. Tlie 
mh&CYtbei capital is that part of the authorised capital of the 
business which is issued or throwai open to the public for subs- 
cription. The paid-up capital is that part of the subscribed 
Capital w'hich the shareholders have paid towards the value of 
their shares. It becomes equal to the subscribed capital when 
the full value of each share has been paid to the company. The 
ultimate undertakers of the risks incurred by a joint-stock 
company are shareholders who seldom take any active part in 
controlling or superintending the business. For the purpose of 
general management, shareholders elect a Board of Directors. 
If the Directors happen to be too many in a Board, the manage- 
ment is further delegated to one or two Managing Directors, 
elected by the Board of Directors irom amongst its members.' 
The Directors are not expected to give their v/hole time to the 
business but "they are supposed to bring wide general knowl- 
edge and sound judgment to bear on the broader problems of 
its policy and at the same time to make sure that Managers of 
the company are doing their work thoroughly.” The detailed 
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and day to day management of the company is left in the hands 
of the hired superintendents and managers who are not required 
to bring any capital into it. The Directors declare half-yearly 
or annually profit and loss accounts; the profits being divided 
equally on each share. 

The advantages of the joint-stock movement arc numerous 
and incalculable. All the advantages of large scale production 
and division of labpur are best utilised by the form of business 
organisation. The'' limited liability, , the easy transferability of 
the shares, stability, efficiency and flexibility of the management 
and a great scope for undertaking new experiments are some 
of the merits of the joint-stock companies. A large amount 
of money which would have been spent unproductively or 
buried in the bowels of the earth is now pooled up for produc- 
tive purposes by the share system. Owing to the limited nature 
of the risk, a large number of people is enabled to invest their 
petty savings in the joint-stock companies. The best illustration 
of the advantages of the joint-stock companies can be seen in the 
establishment of such colossal enterprises as the Tata Iron and 
Steel '^^orks or the Standard Oil Company, etc., which would 
otherwise have been impossible to start. 

There are, hovrever, certain disadvantages. As a result of 
the increasing complexities and the immensity of the size of the 
business, the two functions involved in organisation are sepa- 
rated, Shareholders who are the ultimate undertakers of risk 
and who meet seldom to look into the affairs of the conipan}?' are 
often duped by the directors and managers. Secondly, owing to 
the lack of personal touch a wider gulf has resulted between the 
employers (capital) and the employed (labour) giving rise to 
many unwholesome conflicts. Lastly, the conducting of rash 
enterprises, mismanagement and other corrupt practices, furnish, 
a sad co.mnic,ntary upon this type of business o.rganisation. 
Various remedies have been suggested to remove, these defects 
from this form of business organisation and the results achieved 
are tolerably successful. Notwithstanding these disadvantages, 
the joint-stock system has rendered very useful services in the 
industrial development of a nation. 
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Co-operative Produ-ction 

To do away with the exploitation of the labouring classes 
at the hands of the powerful employers, the co-operatiyc system 
of production has been ingeniously devised, ■ Co-operation is 
meant for the v/eak, poor and oppressed members of the com- 
munity and it tries, in all its various spheres, to do away with the 
services of the middlemen who are oftener than not mere para- 
sites. Co-operation has been applied in diverse spheres to achieve 
different objects, viz. — 

(1) Co-operative credit, in which several v/eak and poor 
individuals combine into a corporate body to obtain on their 
united liability cheap credit and to eliminate the exorbitant rates 
of interest charged by the money-lenders; 

(2) Distributive co-operation or consumer’s co-operation, 
in which the workers and other people unite, as consumers, to 
purchase their requirements of commodities, receiving their shares 
of profit in proportion to their purchases; 

( 3 ) Producer’s co-operation, in which the v/orkers unite as 
producers for purely productive purposes. Here we shall con- 
tent ourselves by presenting a running sketch of the producer’s 
co-operation as it is one of the latest forms of productive orga- 
nisation which is replete with immense possibilities. 

A producer’s co-operative society runs like this: A num- 
ber of workers may on their own initiative co-operate in order 
to produce a certain type of commodities, thus dispensing with 
the big employer or organiser. Labourers arc the workmen 
and masters as well, and they take the entire responsibility of 
risk and guiding production in their own hands. Capital is 
subscribed or borrowed at a fixed rate of interest. The manage- 
ment of the society is generally carried on by one of the mem- 
bers v/lio is paid a fixed . salary. Each member of the society 
possesses equal opportunities in the management irrespective of 
the amount of shares he holds. 

The advantages of this form of productive organisation 
are many, provided the workers follow the guiding motto — 
each for all and all for each— of co-operation in a true spirit. 
'The labourers work with more zeal, interest and industry as 
the profits are solely their’s. Labour 'conflicts are done away 
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with. AVorkers being the masters can very easily find out 
whether or not the business is being run honestly and efficiently. 

But the defects are equally important and noteworthy. 
Undue interference without any proper knowledge or discretion 
of individual members — for every worker is a master of tlie 
biisiiiess — ^is a great clog in the efficient machinery of the business. 
Nobody tries to act up to the dictates and wishes of the 
manager, who is one of the elected members. "Too many cooks 
spoil the broth”<‘ is a proverb which applies very truly in the 
case of producers’ co-operative associations. Secondly, the 
managers of a co-operative society possess only mediocre quali- 
ties; they seldom have "the alertness, the inventiveness and the 
ready versatility of the ablest of those men who have been 
selected by the struggle for survival, and have been trained by 
the perfectly free and unfettered responsibility of private busi- 
ness.” For the success of this form of organisation, the incul- 
cation of such qualities as business honesty, industry, mutual 
confidence and sense of duty is too indispensable. 

Labour Co-Partnersblp and Profit“sliaring 

In the former labour is given the right to have representa- 
tion on the Board of Management and to take a share of the 
profits made by the concern, whereas in the latter, a certain 
percentage of the profits is assigned to labour v/ithout its repre- 
sentation. These two other forms of organisations are advocated 
to bring labourers and capitalists into harmonious relations. 

Governnient Enterprise 

In modern times enterprises formerly carried on by private 
individuals are now largely taken over by the Governments and 
are organised under "Public ownership.” Works of social 
utility and works of experimental nature requiring a huge 
amount of capital are usually undertaken by the state. In such 
State and Municipal enterprises, the tax-payers are the ultimate 
bearers of risk. The management is committed to the Govern- 
ment officials who are generally devoid of that initiative together 
with industry which is the characteristic feature of a private 
entrepreneur. But in this elementary book wc can scarcely 
pursue the controversy whether State management or company 
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management is efficient. In India, railways, irrigation projects, 
post-office and telegrapli, etc., are ail State enterprises, the profits 
arising out of these undertakings go to enrich the coffers of 
the State and give a great relief to the tax-payers. 

LAWS OF RETURNS 

Tlie £a,w of Diminisliiiig -Returjis 

If we intelligently notice a cultivator over his work, we 
shall find that he spends a certain amount of fixed labour and 
capital over a certain plot of land appropriate for the different 
crops. That is to say, some sort of standard of work is recog- 
nised by every cultivator which gives him the most profitable 
return in ordinary circumstances. For instance, in the western 
districts of the United Provinces cultivators as a result of their 
long experience have found out that four or five ploughings 
(of course with the Indian plough) together with three water- 
ings, a fixed quantity of seed, manure, etc., and one weeding are 
sufficiently remunerative for a wheat crop. If you ask them 
to increase to ten ploughings, they will scarcely follow your 
advise. Why is it so? Because a practical cultivator knows 
that further application of labour and capital (here in the shape 
of increased ploughings) to a fixed piece of land may increase 
produce as a whole but the additional produce so obtained 
would not pay him for the extra cost incurred by him. For 
instance, he knows very thoroughly that if he trebles the 
amount of labour and capital on the same plot of land under 
the same conditions, the produce will not increase by three- 
fold. In other words, there is a point beyond which additional 
expenditure of labour and capital on even the best land will be 
followed by less than proportionate increase in the amount of the 
produce raised. — he will get only diminishing returns. This fun- 
damental tenden.cy specially in the case of the agricultural crops, 
is knotvn in Economics as the Law of Diminishing B^eturns. 

In its most general form the Law states that in. every kind 
of prodactive enterprises, if one factor of production is kept 
fixed while the other factors of production continue to be 
enlarged, a point is reached, sooner or later as the nature of the 
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enterprise may be, when the output of the productive enterprise 
docs not increase proportionately to the increase in the other 
variable factors of production. It should not be forgotten, how- 
ever, that the Law relates to the amount of produce raised and 
not to its price. In the beginning the increased doses of labour 
and capital to a fixed plot of land may give more than propor- 
tionate returns, but sooner or later a point is reached when tl:e 
yield realised results in a less than proportionate increase to the 
additional expenditure. The Law of Diminishing Returns as 
applied to land is thus provisionally stated by Professor Marshall: 
"An increase in the capital and labour applied in the cultivation, 
of land causes in general a less than proportionate increase in 
the amount of produce raised, unless it happens to coincide with 
an improvement in the arts of agriculture.” The word 'in 
general’ and 'improvement’ are highly significant as they imply 
the follov/ing limitations of the Law of Diminishing Returns. 

Limitations 

Firstly, increasing returns to fresh doses of labour and 
capital applied on the poorly and under-cultivated lands may 
precede diminishing returns but the Law will ultimately hold 
good when the final limit is reached. Were it otherwise, every 
cultivator could have easily by fresh application of doses of 
labour and capital raised the required amount of produce on a 
few acres instead of purchasing or renting large acres of land. 
It is mainly due to the operation of this Law that a cultivator 
after applying a certain amount of labour and capital soon 
realises the existence of that limit, where further expenditure 
v/ill not remunerate him and hence he takes resort to other 
■fields. 

Secondly, the Law holds true only under static conditions, 
there being .no improvements in the arts of agriculture. This 
limitatio.n is necessary, as sometimes new improvcmc.nts in tlie 
arts of agriculture may bring about increasing returns to those 
plots wdiich were subject to diminishing returns under the 
former system of cultivation. For insta.nce, it is understood 
by notable authorities that the productivity of our land can 
be considerably increased by the introduction, of scientific agri- 
culture involving, thereof, further investment of capital and 
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labour in efficient agricultural machinery, chemical fertiliser, etc., 
and the replacement of the old methods of cultivation so tena- 
ciously practised by the Indian cultivators. But in such in- 
stances too, the Law can be* temporarily held in check and a 
continued increase in the application of capital and labour to 
land must ultimately result in a diminution of the extra produce 
which can be obtained by a given extra amount of capital 
and labour. 

Causes of the Operation of Diminisliing Returns 

Now, let us attempt to analyse the causes which expedite 
the operation of the Law of Diminishing Returns so soon in 
agriculture, as opposed to manufactures, where it can be post- 
poned for a longer period of time. Land we have already seen 
is a free gift of nature endowed with some natural properties. 
Certainly, the artificial properties of the soil ha%"e greatly been 
improved in advanced countries through chemical and mechani- 
cal processes such as by putting in chemical fertilisers and giving 
other facilities for the growth of vegetation in the shape of 
irrigating facilities or draining the water -logged lands. But 
man has very little control over the natural properties of the 
soil. “Every acre has given to it by nature an annual income 
of heat and light, of air and moisture and over these man has 
but little control.” Indeed some slight changes have been 
affected in the climatic conditions by extensive drainage works 
or planting forests or cutting them down, but the wholesale im- 
provement with the application of labour and capital in the 
natural properties of the soil is not a practical proposition. As 
such, when the natural properties are fi,xed and provided gratui- 
tously by nature and over which man has but little control, the 
yield must also be limited and the increased application of labour 
and capital, sooner or later, should prove helpless in increasing 
the productivity of land.- The part played by nature in agri- 
culture, is most dominant. Agricultural production, unlike 
manufacturing production, is limited by the time and space 
necessary for the vegetable arid animal life. In agriculture, 
before the farmer can harvest a wheat crop, he must wait for 
months and months together; whereas an industrial worker 
can carry on his production at his mechanical process day and 
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niglit irrespective of tlie seasons and the climatic conditions 
which play so important a role in agricultural production. It is 
for this reason that iVlarshall has made his famous remark; “The 
part nature plays in production conforms to the Law of 
Diriunishing Returns and the part which man plays conforms 
to the Law of Increasing Returns.” 

Extent of Applicability 

The Law of Diminishing Returns has got almost an iini- 
versal applicability, the more so in all those occupations which 
are directly concerned with the production of raw materials and 
food-stuffs. The Law is strongly applicable to all the extractive 
industries or where the influence of nature is eminent. 

(1) Agricult-ure, We have already discussed in the previous 
paragraphs the operation of the Law of Diminishing Re- 
turns in agriculture and have seen how in the progressive culti- 
vation of every field, sooner or later, a stage is reached after 
which every “successive increment of the product will be obtain- 
ed only through a more than proportional expenditure of 
labour.” 

(2) Fisheries. The Law is also applicable to river fisheries 
as the returns to the successive doses of labour and capital show 
a rapid diminution owing to the limited supply of fish. But 
in the case of sea-fisheries, opinions differ. Some say that the 
Law does not operate as the sea is vast and fish are very prolific 
and practically unlimited supply can be drawn from the sea 
W'ithout appreciably affecting the number that remains; others 
maintain that the Law is applicable, if the sea is fully exploited 
and, moreover, as more distant sources of supply have to be 
tapped, an increasing cost is incurred on every catch and trans- 
port which means diminishing returns. In conclusion, it may 
be said that to some extent the Law is applicable to sea-fishcries 
as well. 

(3) jMmes. In raining too, the Law of Diminishing- 
Returns is fully operative, provided there are no improvements 
as regards the art of mining, Tlie returns to successive doses 
of labour and capital, after a certain point, tend to diminish 
owing to the greater depth of the pit from which minerals arc 
extracted and raised to the ground. But the chief distinguish- 
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Ing point between agriculture and mines is worthy o£ notice. 
The supply of agricultural produce is like a perennial stream 
and the soil will ever yield agricultural products if properly 
cultivated and frequently renovated; mines are as it were 
"'Nature’s reservoir,” and once exhausted cannot produce any 
further. 

(4) Building Sites. In cities, where high premium is put 
upon building sites, stories upon stories are piled up to economise 
land but this process cannot be pursued indefinitely. The addi- 
tional application of capital and labour on a certain piece of 
land in each successive storey results in diminishing returns, i.e., 
less than proportionate returns of conveniences. After the 
construction of a few stories, say three or four, the cost becomes 
too prohibitive while the advantages go on decreasing. Ob- 
viously it is much more easy and convenient to transact one’s 
business on the second storey than on the seventh one. 

(5) Manufactures. The Lav/ of Diminishing Returns is 
also applicable to manufactures with this diiference that in 
manufacturing factories its operation is considerably delayed by 
man’s ingenuity. The whole body of the agricultural produce is 
subject to the influence of diminishing returns, and hence the 
raw materials used by industries are affected in value by the 
increasing difficulties which attend each successive increment 
of the product. However, the tendency to diminishing returns 
in manufactures is more than counterbalanced by the increased 
knowledge, inventive genius, and skilful organisation of man 
effecting vast internal and external economies. 

Forces Gounteractmg the Law - of Dimimishing 
' Returns , 

I.et us examine the possible methods by which the tendency 
to diminishing returns can be counteracted. 'We must strike 
a note of warning at the outset that although the tendency 
may be counteracted for a considerable period of time by im- 
proved methods of cultivation and by the fitful course of the 
development of the full powers of the soil, yet man must 
eventually give way to nature’s inexorable demands. 'The evil 
day is only deferred,’ but it cannot be controlled. The follow- 
ing are the various methods resorted to counteract the operation 
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of die LiuY of Diminisliing Returns in agriculture: 

(1) By developing the productivity of the soil with the 
increased doses of labour and capital the tendency can be 
temporarily lick! in check. y 

(2) By improvements in the arts of agricultural produc- 
tion, c.g., such as better rotation of crops, application of ciiemical 
fertilisers or better manure, use of agricultural machinery, and 
scientific processes, and proper organisation, the tendency to 
diminishing returns can be obviated for the time being. 

(3) Improvements in the means of communication and 
transport, e.g., railways and steamships by making the carriage 
of agricultural products cheap and rapid from one country to 
another tend to counteract the operation of the Law of Dimi- 
nishing Returns. 

(4) With the improvements in the arts of cultivation 
and means of communication and transport or an increase in 
the amount of capital and labour or a change in the skill or 
enterprise of the cultivator or a combination of these, the order 
of fertility can be powerfully changed either by intensively 
cultivating the land or growing, rich crops on lands once yield- 
ing agricultural products under increasing costs. Fertility is 
relative to place; land regarded as inferior under one set of 
conditions may become fertile under different circumstances and 
the additional dose of capital and labour may give more than 
proportionate results. But the returns cannot go on increasiiig 
indefinitely and diminishing rctuims must ultimately prevail 
in spite of all these improvements. 

Tlie Law of Increasing Retnrns 

Generally speaking, the Law of Increasing Returns applies 
to manufactures, where the part played by nature is much less 
important. The Law of Increasing Returns has a tendency to 
operate in manufactures in general and transport in particidar. 
The Law states that under certain conditions every additional 
application of labour and capital in a particular business gives 
more than a proportionate return leading to diminishing cost 
of production. The tendency - to increasing returns may be 
due to better division of labour, specialisation of machinery and 
cheap and rapid facilities of transport and communication, the 
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respective advantages of wliicK we have already discussed and 
the numerous economies resulting from their introduction also 
thoroughly examined. Since nature plays a minor part in 
manufactures and human element is more dominant, the in- 
creasing returns depend upon the degree of the development 
of the industry together with the efficiency of organisation. 
The Law of Increasing Returns has been thus stated by Marshall: 
"An increase of capital and labour leads generally to an im- 
proved organisation which increases the efficiency of the work 
of capital and labour.” He also maintains that while the part 
which nature plays in production conforms to the Law of 
Diminishing Returns and the part which man plays conforms 
to the Law of Increasiijg Returns. 

In a particular industry, under increasing returns the cost 
of production decreases per unit of productive power as the 
quantity produced increases, owing to the numerous external and 
internal economies that arise from an enlargement in the scale 
of business. The external economies are a result of the general 
development of the industry and which accrue to all the firms 
engaged in that industry independent of any internal organisa- 
tion of die individual firms, i.e., as a result of the localisation of 
any particular industry numerous economies are realised by the 
different mills engaged in that industry through the invention 
of new machine, the growth of subsidiary industries enabling 
a cheaper supply of raw materials, tools and machinery, the 
availability of cheap, experienced and skilled type of labour 
and the development in the means of transport. The internal 
economics are peculiar to a hrm and independent of the general 
progress of the industry; they depend solely upon the internal 
management and the efficiency of organization of the firm in 
question. All the advantages due to better division of labour and 
greater specialisation of machinery, utilisation of by-prodnets, 
more economical use of the power and raw materials, impressive 
and economical advertisement giving special opportunities to 
customers and the skilful organisation of the whole business, 
pass by the name of internal economies and which incidentally 
counteract the tendency of diminishing returns. 

Here we must dispel the common understanding found 
among the students in connection with the -applicability of these 
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Lav/s. Altliough tlie Law of Diminislimg Returns generally 
applies to agriculture and that of Increasing Returns to manu- 
factures, }/et it can hardly be. affirmed that there are two distinct 
Laws each of them appl^dng to one particular type of industry. 
Increasing or diminishing returns tend to show more or less 
productivity in proportion to increased labour and capital, 
biniinisliing returns prevail in every sphere of hmnan activity 
Vvdth this difference only that its operation in manufactures 
owing to the skilful organisation, management and supervision 
of the business, better utilisation of the natural sources, standard- 
isation of varying factors and economical concentration of pro- 
ductive processes, can be deferred for a long time. That is to 
say, in manufacturing industries, increasing returns on account 
of these favourable conditions are more assured and frequent 
than in agriculture or other extractive industries, but if the 
scale of business is carried too far, wffiere management is liable 
to suffer in efficiency and economy, diminishing returns must 
prevail ultimately even in manufacturing industries. 

,*rhe Law of Constant Returns 

Under the Law of Constant Returns, the additional output 
is obtained, neither more nor less but just in proportion to the 
successive doses of labour and capital. "When man’s ingenuity 
and nature’s niggardliness reach a point of equilibrium, we have 
the Law of Constant Returns. The cost per unit remains the 
same whether or not the business is carried on a small or large 
scale. 

The Law of Constant Returns is of a very limited applica- 
tion; it generally operates in those industries where the opposite 
tendencies of diminishing returns and increasing returns reach 
a point of equilibrium to yield constant returns. For instance, 
in turning the wheat into flour or wool into blankets, the 
advantages of additional application of labour and capital may 
be neutralised by the increasing cost of raw materials (produced 
under the operation of the Law of Diminishing Returns) . 
Again, in a steel industry, if the raw material utilised is of those 
mines which are subject to diminishing returns, and if the iron 
ore thus obtained is manufactured into steel goods under the 
induence of increasing returns, in such a case, the industry in 
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the production of steel will yield constant returns, that is to 
say the cost of production per unit of steel turned out by tlie 
industry will neither increase nor decrease but will remain 
stationaryo 


DIx\GRAMMATIC REPRESENTATION OF THE 
LAWS OF RETURNS 

In the following diagrams the axis OX represents the unit 
of output and OY measures the cost per unit of output. 


Y 




Diminishing Returns 
or 

Increasing Costs. 

The cost increases as the 
production increases from 
Op to Oq to Or. 

Increasing Returns 
or 

Diminishing Costs. 

The cost , diminishes as the 
production increases from 
Op to Oq to Or. 
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CHAPTER XV 


RURAL DEVELOPMENT IN INDIA 

India is a predoininantiy agricultural country wlicre about 
90 per cent of the people draw their sustenance from the soil. 
The real India lives in the villages and not in cities and as such 
tlie problem of India necessarily consists of the solution of the 
problems of the villages. Casual observers are often found 
remarking about the progress and economic prosperity achieved 
by the country and argue that a concrete proof of material pro- 
gress is furnished by the palatial buildings, massive macadamiz- 
ed roads, v/ell laid-out and beautiful parks and gardens, well- 
furnished hospitals, schools and colleges, network of telephones, 
tramways, electricity and other amenities to be had in our cities. 
It is true that a few cities in India have made considerable pro- 
gress both commercially and industrially during the last century 
under the British regime and could be said to possess v/haf may 
be termed, modern conveniences of urban life. But is it not also 
true to say that they have prospered and developed at the 
expense of villages? Rural interests have from the very begin- 
ning been sadly neglected by the Government aftd almost all 
the revenue raised from the income of the tiller of the land has 
been devoted for providing facilities confined exclusively to the 
cities. By this, combined with the various forms of exploitation 
that has been going on in villages directly and indirectly, the 
village has lost its state of self-sufficiency of olden times and is 
brought directly into the vortex of commercial competition and 
world market in which the ignorant peasant is at every step facing 
various sorts of difficulties detrimental to his interests. As a 
result of indifferent, if not deliberate, neglect both by the 
Government and the intelligentsia of the country, of the oppor- 
tunities for the progress of rural population side by side with 
the urban population, the villages have reached the lowest level 
of destitution. This accumulated negligence has resulted in 

on ■ d . , : 
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appalling poverty and indebtedness of tbe peasant who toils day 
and night unmindful of the rigours of the extreme climates aii 
still to"" remain steeped in poverty. This gloomy situation has 
now set the people and the Government to think hard as to how 
to bring about the rehabilitation of the villages. For sometime 
past the problem of rural development has been looming large 
in the eyes of the public as well, and it has only lately been 
realised that no foundation of the edifice of national regenera- 
tion can remain firm without infusing new life of hope and 
betterment in the mind of the villager. 

A good many schemes of rural development or village uplift 
have been suggested, and in some cases put into practice, by the 
Government on its own initiative. But it can hardly be said 
that the efiorts made have been commensurate with the good 
results to be achieved. The aim and end of the rural develop- 
ment programme is to make the life of the villager more peace- 
ful and hopeful, happy and prosperous, and to bring enlighten- 
ment in place of illiteracy and factitiousness which make them 
an easy prey for exploitation by all agencies found working 
around the village. . In short, the rural development programme 
seeks to revive and develop village life as a whole in all its as- 
pects — social, cultural, rural and economical. 

In order to ixnderstand the nature of the rural development 
programme and the directions in which it should aim to alle- 
viate the conditions of village life, it is necessary to stixdy before- 
hand the factors responsible for bringing about the stagnation 
of village life. Soon after the advent of the British rule in 
India, due to the laissez-faire policy of the Indian Government 
and the gradual disappearance of the long-established Indian 
handicrafts on account of importation of cheap articles manu- 
factured abroad by industrialized countries and the discourage- 
ment of the export of Indian made artistic products by prohibi- 
tionary legislation, the village people who were till then holding 
other subsidiary indigenous industries were driven helplessly 
and despairingly to take up agriculture, and the rural India 
necessarily became more and more dependent upon agriculture 
alone. This led to the disturbance, nay, the extinction, of the 
old order of village economy and to its substitution by a new 
order where the entire fabric of rural life — economic, social and 
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political — underwent a complete change. Again economic 
factors, such as the increase in population, the law o£ inheritance 
and succession which allows equal partition of ancestal property, 
and the resultant growth of individualistic tendencies, led to 
constant sub-division and fragmentation of holdings making 
greater and greater agriculture an unprofitable venture. Liti- 
gation followed, which has played a very forceful part in dis- 
rupting the co-operative life of the Indian village and increasing 
the poverty of the villagers. 

The extreme dependence of agricultural industry in the 
country on rainfall is regarded as one of the sinister weaknesses 
of our village economy. The total or partial failure of crops 
due to the vagaries of the monsoon, or other natural calamities 
which are beyond his control, at once disturb the balance of the 
agriculturist’s life and compels him to seek the aid of the money- 
lender in tlie desperate attempt to "make both ends meet”. In 
the absence of any other suitable financing agency, the money- 
lender seeing the opportunities for exploitation thus afforded 
and who is only too ready to advance loans, charges so high a 
rate of interest that it tends even to sap the source of the poor 
agriculturist’s income. And the lack of any other alternative 
occupation in vdiicli the farmer could usefully employ his labour 
makes him a helpless victim of beforced idleness resulting again 
in misery and poverty. It is the usual practice that the arrears 
of rent are suspended by the Government in lean years but, 
then again, all arrears are to be recouped in a year of good har- 
vest. The poor peasant does not thus derive the benefit of his 
labours even in a good year of harvest and year in and year out 
lie ekes out a miserable existence as if his lot was only to toil and 
suffer. , . , ■ 

But along with the above mentioned important economic 
forces operating to the detriment of the cultivator, the social 
and religious practices have also influenced his economic well- 
being in no mean degree, and these should not be left unnoticed 
if he is to be permanently relieved from his economic back- 
wardness. Tlie caste system which constitutes a most outstand- 
ing feature of India, and the more so in village life, has strati- 
fied economic inefficiency by creating in the richer classes a sense 
of superiority and in the lower ones a sense of inferiority, both 
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■of wliicli are positively harmful from an economic point of view. 
The caste system tends to divide people into watertight compart- 
nients; it forbids the free intercourse between class and class and 
creates barriers in the way of progress of a large section of the 
village population; it sanctions a position of subordination and 
liuniihation in the case of the lower classes who are made to 
sirifer socially in a variety of ways, with the result that it natu- 
rally breeds in them a sort of pessimistic and even cynical out- 
look of life. Thus the caste restrictions play no mean part in 
determining the economic activities of the people of this 
country. 

Again, the expenditure incurred by the poor villagers on 
superstitious acts such as births, marriages, funerals, pilgrimages, 
etc. merely on superstitious beliefs and in the name of religion, 
totally out of proportion to their meagre income, leaves them, 
so to speak, almost in a state of perennial indebtedness. It is 
often argued that the satisfaction of social requirements is as 
important as the gratification of individual or personal wants 
in order to keep up the prestige of an individual in the society. 
Due, primarily, to sheer ignorance, they quote the instances of 
their more fortunate brethren of the village and the city v/ho 
could, and do, incur expenditure on such purposes as those men- 
tioned above, without feeling a pinch in regard to their daily 
life; they even regard any initiative on the part of the Govern- 
ment to help them to do away with certain social practices — 
practices which could be termed evils in their case — as an attempt 
to curtail or to interfere with the liberty of individual action. 
For meeting such requirements, which could be easily dispensed 
with, the villager has necessarily to turn to the money-lender 
for obtaining loans, who, as explained already, regards the poor 
agriculturist as no better than a milch cow. The money-lender 
ruthlessly charges a high rate of interest and in some cases he 
refuses to receive payments of the principal advanced unless it 
is paid 111 lump sum, with the result that the borrower pays not 
only enormous iiiterest out of his profits on the principaL but 
even has to pay the principal often ten times over, the debt yet 
remaining uncleared. Here again one cannot emphasize too 
niuch^the lact that it is the duty not only of the Government 
but or the public bodies as well to come to the aid of the in- 
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' diviciuai and teacli liim the futdity ^of' sucli expenditure vrliicli: 
results in the deprivation of even-: the' elementary necessities of 
his life and throw him into the quagmire of debt from whicli 
redemption is probably out of question during his lifetime. 
And it is not uncommon that lie leaves the legacy of such debt 
to Ills successors. A new psychology and enlightenment has to 
be inculcated in the mind of the villager in order to liberate him 
from the shackles of custom and prejudices. 

The occasional prevalence of famine, the consequent ini- 
poverishnient leading to indebtedness and litigation, the absence 
of any suitable organization to safeguard tlieir interests from 
being encroached upon by self-seekers, and above all the culti- 
vator's ignorance due of course to illiteracy making it impos- 
sible for him to understand, and adapt himself to, modern 
requirements, have all combined to reduce the villagers to a 
state of such dependency wherein any initiative and desire for 
improving his lot finds no echo in his heart. The inelastic sys- 
tem of land revenue policy, and the lack of adequate means of 
transport and communication from village to village and to the 
more populated tracts of the country have only aggravated the 
situation. Thus the problem of rural development is so vast, 
difficult and complicated that there cannot be any simple or 
quick prescription by which spectacular results can be effected 
in the twinkling of an eye. 

In the analysis of the problem, the following important 
considerations emerge which must receive attention while set- 
ting ourselves to the task of rural development. As agriculture 
constitutes the main occupation of about three-fourths of the 
population in India and as the problem is very diversified in. 
character, it is not possible to tackle it in. a satisfactory and suc- 
cessful manner at all places simultaneously because the Provin- 
cial Gevernraents or the Central Government can hardly be 
expected to devote large amounts of money for financing the 
agricultural development Schemes in all their bearings within 
a limited space of time. 

Seco.ndly, as lias been learnt by the experience of past years, 
the picce-rncai introduction of improved methods of agricul- 
ture, or the enactment of a tenancy legislation, or the establish- 
ment of a few co-operative societies and stores, or the opening 
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■of a few schools, veterinary dispensaries, libraries, or the propa- 
ganda for maternity welfare and betterment of village sanita- 
tion etc., in rural areas here, and there, in the absence of any 
constructive and co-ordinated ■ rural development programme 
and receiving tlie combined co-operation of both goveriiiiieiital 
and private efforts, will not give any permanent relief to the 
poor peasants. It follows therefore that though the problem 
of rural development demands almost equal attention at every 
place, yet the possible course is to carry out the work of rural 
irvelopment in a comprehensive and systematic manner in select- 
ed units OT groups of villages of about 20 to 30 villages tvhere- 
in the activities of all the Governmental development Depart- 
ments, e.g.. Rural Development, Agricultural, Irrigation, Public 
"Works, Public Health, Co-operative Organisation, Industrial 
and Education Departments, should be co-ordinated with a view 
to collaborate in the achievement of permanent beneficial re- 
sults in their respective branches of administration for that 
selected unit. 

Tliirdly, in order to stabilize permanent results, it is of tiie 
greatest importance that improvements should come from with- 
in and that the co-operation and goodwill of the villagers should 
be harnessed by creating in them a desire to improve their own 
lot and that they should be taught that they themselves are 
ultimately responsible to “improve their own condition and 
make their own lives better, fuller and richer by means of self- 
help and mutual help.” This spirit of co-operation and initia- 
tive for self-improA'-ement can be secured by the estabJishment 
of Better Living Societies and the re-iiitroducdon of Panchayats 
in villages on democratic principles vdiich have in the past cen- 
turies proved so successful in maintaining the co-operative life 
of, and harmonious relations amongst, the villagers. 

But there arc some peculiar and outstanding drawbacks 
from which the Indian peasantry is suffering at ilic jtreseue 
time in the most acute degree and the detrimental effects of 
wdiich are noticeable in every walk of rural life. It is of ut- 
most importance in any scheme of rural development that the 
resources of Govermnent and all philanthropic public bodies 
snould be directed, and co-ordinated in removing the following 
fundamental drav/backs or maladies in order to achieve widest 
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possible and lasting results for the benefit of the rural masses. 

1. Removal of llUteracy, The appalling illiteracy of the 
rural masses is the greatest impediment in the way of progress 
and is the cause of the prevalence of conservative habits of the 
rural masses. It is reported that 90 per cent of the popula- 
tion of this country consists of illiterates. Facilities for 
Education are mostly confined to towns and cities. It is 
mainly due to sheer ignorance and. illiteracy that the culti- 
vator fears change. In fact he considers that his existing lot 
is all that could be hoped for and attained. For the progress 
of any community it is very necessary to have a sound system 
of education whic.h should broaden its outlook, develop its 
spirit of self-help and self-sacrifice, tenacity and perseverance, 
originality and enterprise, responsibility and resourcefulness, 
and increase its power. At present the system, of education 
imparted is supposed to be too theoretical for the solution 
of practical problem and entirely divorced from the 
actualities of life. Professor John Dewy of the United 
States of America has observed that "in an industrial society 
the school should be a miniature workshop and a miniature 
community; it should teach through practice, and through 
trial and error, the arts and discipline necessary for economic 
and social order”. A system of education which may prove 
most useful to the rural areas has first to be settled by educa- 
tional experts and tlien a network of schools has to be spread 
over to impart such education to the villagers as could banish 
root and branch for all time, the present day evils which exist 
in rural areas in this country. If the masses are rightly 
trained they can very well understand the complexities of 
.modern commercial civilisation and the schemes of Govern- 
ment initiated for their improvement, implement them 'with 
their own resources and manage to carry them through with- 
out too .much depending on the support of the Governnicrit 
or any other external body. In short a spirit of self-sufficiency 
should be developed. , • ' 

2. Development of means of transport and coimnuni- 
cation. Equally essential is the provision of cheap and rapid 
means of transport in the rural areas for their economic and 
industrial development. For a considerable time, the energies of 
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the Government remained confined solely to the construction 
of roads aiid their development between cities and cities ignor- 
iniT the requirements of the interior parts of the country with 
the result that at the present day the rural areas are practicariy 
luiserved by any adequate system of metalled roads, inciclen- 
talh.-, v/irh the intense development of roads in and around 
tite civics, one could see the metalled roads running parallel to 
tlie railway lines over which the introduction of motor traffic 
has lately proved a serious rival to the railways damaging their 
income to a considerable degree. Owing to tlie lack of 
communication and the absence of smaller feeder roads con- 
necting the trunk roads or railway line, the cultivators are 
handicapped in transporting and in marketing their produce 
and have to pay heav}?" transport charges which greatly mini- 
mise their profits. The Central and Provincial Governments 
will be required to undertake a large and comprehensive pro- 
gramme of development of smaller feeder roads in the rural 
areas with the co-operation of the District Boards and Public 
"Works Department. The resources of local bodies arc 
naturally very limited and therefore the development of 
feeder roads cannot be left entirely to their resources. The 
provision, of facile and cheap means of transport and good 
communication in rural areas will surely stimulate agricul- 
tural production, provide an incentive to grow marketable 
products such as vegetables, fruit etc., and lead to the deve- 
lopment of cottage industries, naturally followed by the 
economic prosperity of the village side. 

3. Keor gauhatioti and esfabUshment of Cottage Indus- 
tries. No scheme of rural development in India will be effec- 
tive and achieve lasting results if it does not take into con- 
sideration the vital question of reorganisation of cottage in- 
dustries. For reasons mentioned earlier the pressure of popu- 
lation on land in India has reached a point wdiere economic cul- 
tivation is not possible. Under the present circumstances, in 
the absence of other occupations, the Indian cultivator regards 
and takes agriculture not as a business but as a predestined 
occupation on which he has to live whole life. Perhaps no- 
wdierc in the W'-orld is there such a heavy density of agricultural 
population even with intenfive methods of cultivation as in 
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India, This is oiie of the main causes wliich speak for the 
poverty o£ the Indian agriculturists. The functional, or voca- 
tional distribution of population needs a good deal, of urgent 
and. drastic revision. This can only be done through, the 
establishment of cottage and manufacturing industries in 
India. The development and extension of industries is very 
vital for any country that aspires to become economically and 
politically self-sufficient. India is a weaker en.tit5r today in. 
the galaxy of nations of the world because of her utter eco- 
nomic dependence on alien countries. It is a clear sign of 
maladjustment of the vast economic resources of the coun- 
try that a preponderant population should eke out an exis- 
tence depending for subsistence on agriculture practised on 
primitive methods and be only exporters of raw materials for 
feeding the industries of alien countries. If the poverty of 
the Indian peasants is to be exercised and. their further degra- 
dation is to be arrested, it is exceedingly important that cot- 
tage industries should be reorganised in order to provide them 
with subsidiary sources of income, and bold and definite policy 
of industrializing the country under the shelter of adequate 
tariff protection should immediately be taken in hand for re- 
lieving the pressure on land and bringing economic emancipa- 
tion of the submerged millions of the country. The advan- 
tages that will accrue to the Indian peasants consequent upon 
the establishment of cottage industries need not be repeated 
here as they have been dealt with fully elsewhere. 

4. Kegulation of Currency and Excbmigc Policy. In an 
intricate mechanism of international trade, it is tlic prime duty 
of the Government to adapt the larger questions of currency 
a.nd price.? to the needs of the country, because the peasant can 
hardly be expected individually to control and direct the j^riccs 
ot commodities which he produces for the market of the world. 
During the last depressio.n practically every country adopted 
measures to raise the prices of agricultural produce but no action 
was taiten here in that direction, as a result of which the culti- 
vators suffered to an enormous degree as is clear by increasing 
indebtedness of the agriculturists. On the contrary, it may 
be pointed out here that the artificial control of curjvnc];- mid 
excliangc policy by the Government of India, resulting in a con- 
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traction, of the total volume of money in circulation in India, 
helped to bring down prices . of agricultural produce greatly. 
Again, the escliange ratio of rupee at Is. 6d. to the poimcl has 
hit the agricultural industry very hard, which mai.n.tains a large 
proportion of India’s population. Any action taken to raise the 
i'l'ices of agricultural commodities will substantially help the 
work of llural Development. 

S. Defects m agrkultnrd production and their removal U 
has already been pointed out that agriculture as a profession is 
practised by Indian peasants without any idea of profit or loss. 
Not only that but certain apparent factors such as the colossal 
poverty of the agriculturists struggling against starvation, the 
growing indebtedness of the peasantry, and the strong aver- 
sion of the agriculturally trained graduates and other educated 
people of tlie country to take up agriculture as an independent 
profession prove almost in a conclusive manner that Indian 
agriculture is carried on at the present time as a non-paying 
concern. The defects in the organisation and operations of 
agriculture should be carefully watched by the Rural Deve- 
lopment Officers and their energies should solely be directed to 
removing those defects in order to make agriculture a paying 
concern. 

1. Increased water facilities. Due to the periodical 
character of monsoons the agricultural industry cannot depe.nd 
exclusively on rainfall for its water supply. Water is one of 
the first requisite conditions for successful harvests. A great 
many iiTigation projects of considerable magnitude have been 
undertaken by the various Provincial Governments for pro- 
viding a perennial supply of water to agriculture but still the.rc 
are large tracts in the Punjab, Rajputana, Bombay Presidency, 
Central Provinces, and the United Provinces which depend ex- 
clusively on whimsical monsoons or an irregular and inadequate 
supply of water for their successful harvests. The greatest 
amount of co-ordination bctv/ccn various Provinces and States is 
required in the artificial means of irrigation system in order to 
safeguard the largest possible extent of unsafe tracts from the 
havoc played by the failure of monsoons. Tube well system 
of irrigation has been successfully adopted in the Punjab and 
the United Provinces and means should be taken in hand to 
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direct tlie surplus water of rivers to Rajputana and other 
sandy tracts. The rainfall water, which at present flows use- 
lessly into Oceans can be reservoired and used for providing 
a regular supply of water to agriculture. With an assured 
supply of Y^ater for irrigation, the yield per acre can be con- 
siderably raised and more crops can be raised thus keeping the 
agriculturist engaged all the year round. 

2. 'Presci'valion and appUcaiion of manures. The con- 
stant cultivation of crops in any particular field exhausts the 
properties of the soil and, unless renovated by manures, the 
yield on that field goes on decreasing until cultivation becomes 
unprofitable, in India artificial manures meant for fertilising 
the soil are not used by the cultivators owing to their poverty 
and ignorance. Farmyard manure is the only manure used by 
the cultivators but the supply with the cultivator is not ade- 
quate and secondly its method of preservation and application 
to the fields is most unsatisfactory and defective. A major 
portion of farmyard manure is used as fuel, and for manurial 
purposes it is preserved in a very careless and indifferent 
manner. It is either thrown in a corner of the compound or 
on the outskirts of the village, the valuable and fertilising 
properties of wdiich are washed away by the rains or destroyed 
by the strong wdnds and rays of the sun besides making the 
atmosphere of the village insanitary. Tlie method of appli- 
cation is equally defective inasmuch as it is streivn over the 
field and remains there lying for several days before it is ac- 
tually mixed with the soil. The cultivator should be taught 
the economic methods of preservation and application of 
manures and cheap artificial manures should be urgently found 
out and a definite practical advice is needed to the farmer re- 
garding the quantity and quality of the manure to be used 
for certain kinds of popular and paying crops. 

3. Supply of improved seeds. c3n account of poverty, 
very iew cultivators can afford to keep good quality of seeds 
with them or purchase at the time of sowing crops. Many 
good, and high-yielding agro-types have been discovered by 
the Agricultural Departments by their research and experimen- 
tation at the Government Farms, but they are not much utilizedj 
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except for a fev/ improved varieties of wheat, cotton, sugarcane 
vdiich Ijave become popular, by the cultivators as they are 
ignorant about the improved strain and secondly there are very 
fevv'- faciiitics available to them for their acquisition. The total, 
are.a covered by the improved varieties amounts to 7 per cent 
of the total area sown. It is an imperative necessity that reliable 
agencies for the distribution of improved varieties of seeds to 
the cultivators should be established with the help of Co-opera- 
tive and. Agricultural Departments at the earliest date possible 
and care should be taken that the quality of the crop should not 
be allo^v'ed to deteriorate once an improved variety is intro- 
duced in a particular locality. Side by side with the distri- 
bution of improved seeds, new and more profitable crops should 
be popularised amongst the cultivators. 

4. Labour-saving Implements. At present the tools used 
by the cultivator are too antiquated and not in keeping with 
the modern processes of production. The Agricultural Depart- 
ment has been carrying on investigations as to the relative use- 
fulness of different types of agricultural implements and it has 
been successful as well in giving out to the cultivators a few 
labour-saving implements. Such as the fodder chopping 
machines, the modern plough, etc. But it is very necessary that 
iiiformation about the usefulness of such implements should 
be disseminated among the peasantry and a practical know- 
ledge imparted for their adoption, repairs etc., and spare parts of 
such implements should be easily available to them. 

5. Vegetable and Vruit Culture. With the opening of 
smaller feeder roads and provisio.n of cheap road transport, it will 
be much easier for the cultivator to grow daily marketable goods 
such as green vegetable and fruits which are in great demand 
and form, an important item in the dietary of vegetarians, is 
it not surprising that large quantities of fruits are imported into 
India when all the natural and climatic factors are present in 
this country for their successful production? Recently various 
Provincial Governments have taken measures to improve and 
propagate fruit culture but much . practical measures are needed 
in order to achieve substantial results in this respect. The cul- 
tivation of vegetable and fruits will give the cultivator an addi- 
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tionai arid day-to-day income which is so urgently required in 
his case because of his periodical income and thus will prevent 
him from resorting to the money-lender. 

6. Remedies againsf insec'i pests and plant diseases. It is 
very necessary that crops should be made immune as far as prac- 
ticable from the devastation which follows every year due to 
natural calamities and plant diseases, etc. From the former there 
is no escape and the cultivator has to hear the loss v/itli for- 
bearance and equanimity. But every year cotton, wheat and 
sugarcane, among the major crops, are considerably damaged 
by insects and pests and wild animals. It would be a great boon 
to the agriculturists if the inroads of such pests could be avoided. 
The cultivators should do their best if they are convinced of 
the efScacy of such methods, which can be taught through pro- 
paganda and demonstration. The experts should also develop 
those varieties of seeds which may stand rust and the like diseases 
of the plant. 

7. Consolidation of scattered holdings. The problem of 
consolidation of scattered and fragmented holdings is a very 
complicated one and various attempts have been made and mea- 
sures adopted by the Government for the benefit of the cultiva- 
tors in this respect, but hitherto no legislative action has been 
taken, due to a variety of reasons, for doing away with this evil. 
If this evil can be brought under control many other outstand- 
ing questions of rural life, such as crop planning, intensive culti- 
vation, better irrigation facilities, protection of crops, sanitation 
and housing, the internecine quarrels and litigation, will be 
much facilitated. The fragmentation of holdings has reached 
a point where cultivation has become uneconomic and wasteful. 
In view of the direct and indirect advantages which arc to 
follow in the wake of consolidation of holdings, it seems neces- 
sary to proceed with this work with the help of governmental 
legislation because it has been noticed during past years that 
where consolidation of holdings has been effected vdtli the 
consent of the villagers, it has unnecessarily taken a long time and 
put especially the revenue authorities to an unpleasant task of 
satisfying the claims of each and every individual to his satis- 
faction. Propaganda is very necessary in order to awaken tbem 
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to the necessity and importance of this measure and free tliem 
from tlic false notions of sanctity \¥liicli they attach to their 
ancestral fields. By bringing all scattered holdings of a culti- 
vator at one compact place, the establishment of farm buildings 
can be encouraged, fences can be erected, wells can be sunk for 
regular supply of water and better and economical management 
of the cultivation can be, effected. 

8. Frotmhn. of marketing facilities. The Royal Com- 
mission on Agriculture has summed up the position under which 
the Indian cultivator has to part with his crops in the following 
words — "Until he realises that as a seller of produce, he must 
study the art of sale either as an individual or through combina- 
tion with other producers, it is inevitable that he should come 
off second best in his contest with the highly specialised know- 
ledge and the vastly superior resources of those who purchase 
Ills produce”. The marketing condition are most defective and 
disadvantageous from the point of the agriculturists whose gains 
of good prices are intercepted to a considerable degree by a nu- 
merous class of middlemen. The Indian markets are full of 
abuses and the agricultural produce that is purchased by the 
middlemen is adulterated by them with the result that our 
articles become inferior and get lower prices in outside markets. 
We have already lost the export market due to this unfair and 
dishonest action on the part of middlemen and earned a bad 
reputation in the market of the world. Very recently market- 
ing surveys have been, carried out under the. auspices of the 
Imperial Council of Agricultural Research and marketing olFicers 
have been appointed in the provinces under the Provincial 
Marketing Officers to control and regulate the marketing of pro- 
ducts under healthy conditions. As the agriculturists now 
produce for the market, it is very necessary that agricultural 
trade should be modernised otherwise there is always the danger 
of their falling into the hands of middlemen prolitccrs. Co- 
operative sale societies should be established in rural areas and the 
difficulties that are at present encountered in the organisation 
of Sale Societies should be carefully studied and gradually re- 
moved. A feviT cotton sale societies in Karnatak and Gujerat, 
jute sale societies and paddy sale societies in Bengal, Commission 
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shops in- the Punjab that have been started are negligent com- 
pared to the total volume of agricultural trade and affects very 
siiial! number of cultivators. The Central Marketing Board 
should direct its energies in fixing the grade standard of crops, 
providing cold storage marketing facilities for fruits, milk and 
frozen foods, etc. and should impress upon the Government to 
revise its railway freight rates with a view to removing any ano- 
maly and adjust rates between various kinds of produce accord- 
ing to their ability to bear, 

9. Establishment of Co-operative Socklles and removal of 
indebtedness. The Co-operative movement was introduced in 
India in 1904 with a view to provide credit facilities to agricul- 
turists whose economic condition had become extremely depressed 
and who were crushed under debt. But the main objective of 
the co-operative movement in India has been frustrated inas- 
much as the indebtedness of the peasant has gone on continually 
increasing and the total agrarian indebtedness now amounts to 
approximately Rs. 900 crores. In India, the energies and atten- 
tion of the authorities of the Co-operative Movement have been 
centred from the very beginning for developing the credit Co- 
operation, giving less attention to the development of other 
branches of Co-operative Movement which are equally essential 
in inculcating the ideas of self-help, brotherhood and com- 
mon fellowship amongst agriculturists and making them 
independent of external agencies which exploit them. Side 
by side v/ith the development of credit co-operation in 
rural areas, it is equally essential that Co-operative Sale 
Societies -which collectively sell the agriculturists’ produce 
avoiding middlemen’s profits. Purchase or Supply Societies 
wd-iJcri enable agriculturists to obtain their supplies of 
agricultural implements, fertilisers, seeds, etc. at moderate prices 
of guaranteed quality, Agricultural Production Societies such as, 
poultry farming, Dairies or Milk Societies, etc., etc., sliG-uld be 
immediately started in order to make the agriculturists more 
business-minded and bring the latent possibilities of tire move- 
ment for their benefit. The problem of liquidation of debts is 
a very complicated one and more than one scheme have been 
suggested by various schools of thought in order to redeem the 
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af?:ricultiirai industry from the clutches of Sdmkars and. money- 
lenders, but so far no bold and active step has been taken by a.ny 
of the .Provincial Governments. This problem now requires to 
be taclcled. in a very comprehensive and constructive manner 
inasmuch as various legislations passed from time to time in 
order to relieve the agriculturists from the shackles of the ^alm- 
kars have resulted in making the money-lenders and Sahnkars 
more exacting and revengeful. 

10. Improvement of live-stock and development of 
Dairy Industry. The importance of cattle wealth cannot be 
over-emphasised in the agricuitural economy of India. Bullock 
power is used for ploughing fields and sowing crops, for draw- 
ing water from wells for irrigation purpose, for threshing corn 
and crushing sugar-cane, linseed, etc., for marketing agricul- 
tural produce and carrying passenger and goods traffic. The 
cow and she-butfalo provide milk and milk products which are 
very valuable articles in the diet of the country. It is believed 
that the live-stock of agriculturists has much deteriorated due to 
lack of grazing grounds, their growing diseases, uncertain and 
irregular supply of feeds and absence of facilities for breeding 
better type of cattle, and that a large number of old and use- 
less cattle are allowed to flourish at the expense of serviceable 
ones. The improvement and development of cattle is urgently 
needed in the scheme of rural uplift as they constitute one of the 
biggest items of the agricultural capital and any loss of cattle 
due to lack of stamina or improper feeding compels the cultiva- 
tors to borrow because in their absence hardly any agricultural 
operation is possible. 

There arc two lines along which the live-stock needs 
improvement — ^improvement of pedigree and provision of ade- 
quate feeding. It is now almost accepted by expert.s that the 
real improvement and development of cattle in India can be 
effected by taking up important and selected indigenous breeds 
of the country and by feeding a,nd rearing them in a more 
proper and scle.ntific manner. It is as well realised that the 
system of cross-breeding is not suited to the cattle power of 
India, as this system has introduced ma.iiy bovine diseases for- 
merly unknown to the country arid secondly it spoils the 
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stamina of Indian cattle. . 

It is verv important that in a particular selected area in 
which stud bulls of high pedigree are kept, all the village 
scrub bulls should be castrated by the new blcibdless method 
of castration in order to stop their breeding propensities and 
a vigorous campaign should be started by the Rural Develop- 
ment Societies of impressing upon the villagers the evil con- 
sequences that follow in the development of live-stock by 
their leaving bulls in the name of religion. 

The question of feeding comes next and the influence of 
good and regular supply of feeds in the maintenance of health 
and productive capacity of cattle is equally important. For 
a good supply of fodder grazing grounds and pasturage should 
be allotted as far as practicable where nutritious grazing 
grasses can be grown for cattle feeding. But in the thickly 
populated agricuitural tracts, where every small field has been 
brought under the plough, the most suitable and economical 
method of providing an adequate and regular supply of fodder 
is mixed farming with fodder crops such as Jowar, Oats and 
other leguminous crops for cattle feeding. In India owing 
to the periodic nature of rainfall, it is not possible to have 
regular and adequate supply of green or soft juicy fodder 
throughout the year. In order to remove this defect, the 
method of silaging the surplus supply of grass and fodder 
through the construction of silos should be adopted and 
given a wide publicity in the rural areas. It is said that 
such preserved fodder even if taken out after four or five 
years is relished by cattle. The development of dairy industry 
will also lead to the breeding of better cattle and as such the 
organisation of . the dairy industry, which awaits immejise pos- 
sibilities of development, should precede any attempt in the 
improvement of the cattle of the country. 

11. ’Provision of schools, libraries and recreation facilities 
in villages. Apart from the important and most engaging 
■question of tJie establishment of right sort of sclioois in the 
rural areas for removing the deep illiteracy of the masses and 
making them more cultured, efficient and capable of success- 
fully solving the problems of life and protecting themselves 
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a'^aiiist the luiclesirable exploitation, the problem of providing 
those amenities of life and facilities for recreation which should 
help in building up of strong nation and virile youth equally 
stands in proitiinence for urgent solution at the hands of those 
who are engaged in the work of rural uplift. At the present 
time facilities for recreation and amenities of life in Indian 
villages are conspicuous by their absence and the cultivator 
remains engaged in his occupation without any ambition, in- 
terest or zest in his life. During the transitional stage when 
the Indian village life has disintegrated in every aspect, most 
of the rural entertainments have lost their significance. Re- 
ligious festivities and village festivals and other entertainments 
of rural life which used to provide villagers in bygone days 
with relaxation, produce healthy effect on their mind and body 
and keep them in bonds of unity, have now assumed i degenerat- 
ed form wherein the ignorant are being exploited by the shrewd, 
and people have practically forgotten or are not able to under- 
stand the true significance and usefulness which characterised 
them in the past. It should be a very necessary item in the 
programme of rural uplift to reorganise and infuse new life in 
such festivals and other local entertainments which have at 
present fallen into disuse or are not followed in the true spirit 
in which they were conceived. The villager must be impress- 
ed upon of the educative value and the practical advantages 
v/hich follow from such entertainments and festivals. For this ** 
purpose, rural libraries should be established and a campaign of 
reading and writing should be vigorously pursued; religious 
education and religious observances through kirfans (reli- 
gious operas) , etc., suited to each occasion should be 
taught which will develop the spirit of truthfulness 
and honesty of purpose; gymnastics amongst the young 
boys and adult should be encouraged and athletic con- 
tests and competitions and rural sports should be organised in 
order to develop the qualities of service and sportsmanship; fairs 
and exhibitions should be organised in which articles of crafts, 
agricultural produce and modern labour saving devices should 
be displayed, which will be helpful in giving stimulus to the 
development of cottage industries and agriculture; cultural 
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societies, sucli as dramatic or musical may also be encouraged 
for giving tbe villagers relaxation; village societies should also be 
organised and they should meet now and then to discuss their 
needs, their grievances and ways to remove those ills which re- 
tard their progress and the representatives of such village socie- 
ties may conveniently meet in a district conference and thus 
extend the sphere of their influence and activity and make them 
alive citizens of the nation. 

ORGANISATION OF RURAL DEVELOPMENT 
SCHEME IN U.P. 

The Rural Development Scheme initiated by the Govern- 
ment of the United Provinces is the outcome of deep thinking 
on their part and it is a laudable attempt inasmuch as it seeks 
to carry out economic, cultural, social and administrative re- 
forms on sound lines in a comprehensive and systematic manner 
for the rural population of the province living almost always 
in a state of precariousness and almost under grinding poverty. 
The roots of the Scheme lie deep in self-help and mutual help 
and the co-operation of ofiScial and non-official elements 
has been secured to bring about a change in the psychology of the 
peasantry by pointing out how a change from the age-long 
practices would be advantageous to their interests and how 
they themselves are ultimately responsible for achieving perma- 
nent good results under the advice and guidance of official and 
non-official agencies set up for the purpose. 

The organisation of Rural Development consists of a 
Better Living Society in each village, a Union of such Societies 
for each Unit, a Rural Development Association for each dis- 
trict and a Provincial Rural Development Board at the apex 
for the province which helps to ensure the co-ordination of 
various development departments. Tlie Staff consists of a 
village guide for each village, an Organiser for each unit, an 
Inspector for each district, a Divisional Supermiendent for each 
Division and the Rural Development Officer with his Secretariat 
at head quarters of the Government. 

Better Living Societies, The success of Better Living 
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Societies and their effective working for securing good results 
in villages depend to a considerable degree upon the organising 
abilitv, honesty of purpose and enthusiasm, of the Organiser who 
should be instrumental in making the people realise the need for 
the e-stablishment of the Better Living Society in their village by 
poiiiting out to them its aims and objects and the advantages 
derivable therefrom after critically examining whether the 
economic condition of the village for which the Society 
is to be started justifies its organisation. When a Better 
Living Society for the village is formed, it elects its own 
Panchayat including a Sarpanch and Secretary. The main duty 
of the Organiser during the course of elections to such Panchayats 
is to see that all the different interests have been suitably re- 
presented and that the election has not degenerated into a greed 
for obtaining power and increasing the spirit of factiousness 
which would rob the panchayat of its real mission. Much of 
the success of the elementary conveniences and the improve- 
ments of economic interests of its members sought to be pro- 
vided by the Panchayat would depend upon, the sense of duty 
and impartial character of the Sarpanch, the honesty and 
enthusiasm of the Secretary who acts as a village guide and "a 
sort of liaison Officer between the Local Officers of the different 
departments and the village people.” Any scheme of social 
reform or economic improvements meant to be introduced in 
the village is first discussed in the Panchayat and recommended 
for adoption. For financing such schemes, the Panchayat 
obtains necessary funds from the villagers themselves and the 
balance from the Union in the shape of a grant. 'Liius, Better 
Living Societies are purely non-official in their character with 
elected Panchayats; and if the Panchayat by enlisting the co- 
operation, goodwill and confidence of all the diffierent parties 
of the village, carries out its Schemes of reform and improve- 
ment under the sympathetic support and expert guidance of the 
government officials, there is no reason why the backward ccncli- 
tions of villages shall not improve and show betterment in all 
directions within a reasonable period of time. 

Union and Organisers. In a particular selected area, 20 
to 30 Better Living Societies with a total population ranging 
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from lcb to fifteen thousand form themselves into a Better 
Living Union and the Sarpanchs of the village Better Living 
Societies form the general body of the Union out of which a 
Union Panchayat and a Sarpanch of the Union are elected by 
the general body for co-ordinating the different developmental 
activities in the Unit and for ensuring that the local Officials 
carry out the development schemes in a, systematised manner. 
On the Union Panchayat the local officials of the different 
departments such as agriculture. Veterinary, Co-operative etc., 
are represented as ex-officio members. The executive Officer 
of each unit is the Organiser who is paid Secretary to the 
Union. 

Uie duties entrusted to an Organiser are very important 
and wide; provided he is zealous in his work his activities would 
cover every aspect of rural development. The Organiser is 
required to carry out the spade work in every direction of 
village activity e.g., agriculture, cattle welfare, cottage indus- 
tries, Co-operative Credit and Marketing, public health, educa- 
tion and irrigation facilities, though the actual work is carried 
on under the supervision of the department concerned. He is 
a connecting link between the villagers and the departmental 
officials and brings difficulties or draw-backs of any nature ex- 
perienced by the former to the notice of the latter and thereby 
helps in their removal. Besides these functions, he has to remain 
in constant touch v/^ith the villagers and impress upon them the 
necessity of raising their standard of living by giving them 
occupation in some profitable activity, for instance cottage in- 
dustries induce them to improve their village sanitation by 
having better houses and wider lanes and filling up all pits with- 
in the village where water stagnates and the atmosphere 
gets vitiated and removing all refuse -heaps to the outskirts of 
the village. These things can be achieved successfully by 
patient propaganda with the help of the village Panchayat. One 
of the special features of the rural development programme 
consists in the establishment of a Banchayatghar in every 
village ; the organiser takes the villagers into confidence and 
asks the Panchayat to build a 'Panchayatghar making it the 
centre of economic, moral and cultural activities for the bet- 
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temicnt of die village folk. 

District Rural Development Association. A District 
Association consists of oflScials and non-officials and also local 
11} embers of Provincial Legislatures and influential persons in- 
terested in tne rural development in addition to the senior local 
representatives as ex-officio members and also Deputy Collectors, 
v;iio are nominated by the District Officer, one of whom is 
appointed. Secretary to the District Officer in consultation 
with the Chairman of the Association who is a non-official nomi- 
nated by the Government. The Rural Development Inspector 
works in the capacity of Assistant Secretary to the Association, 
who in addition to his usual duties of inspection and control 
over the activities of the organisers in the district, also forms a 
link between the different development departments in the 
districts and helps in securing co-ordination of their 
activities, technical advice and goodwill. The District 
Rural Development Association allots district grants to 
viairious schemes and select Centres for various activities of 
rural developments such as starting of seed stores, schools, 
Libraries, Cottage industries etc. 

A Divisional Superintendent is appointed in each Division 
to look after the rural development activities in his division 
and co-ordinate the activities of different developmental agen- 
cies and to supervise the work of the Rural Development 
Inspectors. At the apex is the Provincial Rural Development 
Board with Rural Development Officer as its Secretary. This 
Board is constituted of heads of various development depart- 
ments of the Government, five members elected by the Legisla- 
tive Assembly, two by the Legislative Council and other non- 
officials interested in the development of rural conditions. 

As much initial and important work of instruction and 
propaganda of agricultural development in the villages is 
entrusted to the charge of Organisers in their respective units, 
the Government have started six training camps wliere Organi- 
sers are given instruction in agriculture, Co-operative Organi- 
sations, rural housing and Sanitation, Cattle welfare, first aid, 
cottage industries etc. 

The Development Board within a short period has achieved 
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good results in agriculture, fruit culture, removal of illiteracy, 
fuel plantations, raising grazing , grounds for cattle, provision 
of more regular supply of water for irrigation and of wells for 
drinking purposes, cattle welfare, provision of travelling dis- 
pensaries for the villages where no medical aid is easily avail- 
able and improving the housing conditions and sanitation of 
the villages; and though only a begianing has been made so 
far, it can safely be said that, if the work is continued with the 
zeal which has guided the movement so far, the insurmount- 
able task of rural development will be brought under effective 
control within a reasonable period of time and the utter 
poverty and rank illiteracy that are rampant in villages at the 
present time will become things of the past. 
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EXCHANGE 

Tlie Meaning and Necessity of Exclisiiige , 

In the most primitive societies, wEen members of each 
family produced independently the entire wealth for the satis- 
faction of their limited wants, there was practically no necessity 
of exchange. But in a modern industrial society in which pro- 
ductive activities are carried on indirectly through a minute 
and intricate system of division of labour and large scale pro- 
duction, the subject of exchange has come to occupy a very 
important place in our economic studies. It is a necessary link 
connecting the chain of production and consumption. Ex- 
change implies the transfer of goods among the members com- 
posing a society. In Economics, under the department of 
exchange we study the voluntary two-sided transfer of goods, 
the ratios at which goods change hands, and the mechanisms 
and institutions hy which this arrangement is brought about. 
If Mahendra is willing to part with his watch in consideration 
for Pratap’s tennis racket and Pratap is also prepared to part 
with his tennis racket, in order to obtain Mahcndra’s watch, an 
exchange between the two can take place. Thus, in an act of 
exchange there are two parties each of which after comparing 
the utility that would be lost on parting with a commodity and 
the satisfaction that would be derived on receiving another’s 
commodity, voluntarily exchange goods for those of another. 

The need for exchange arises out of the division of labour. 
Every producer now-a-days specialises himself in that branch of 
productive activity in which he finds himself comparatively 
most efficient and depends for the satisfaction of his various 
wants upon the system of exchange. As a rule, every person 
now parts with that amount of commodity or service of v/hich 
he has a surplus and obtains by exchange that of which he feels 
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a shortage. In the absence of exchange everybody would have 
been obliged to produce all those things required by him widi 
his own hands. It would have involved indescribable diiii- 
culties besides an enormous amount of wastage of time and 
resources. It is by means of exchange that the economic cycle 
of efforts and their satisfaction is made complete. Exchange 
has assumed such a growing importance that nearly all the 
v/eaith that is created is produced in order to be exchanged. 

Advantages of Exchange 

1. Exchange enables people and countries to utilise their 
natural resources to the best advantage. Each country spe- 
cialises in the production of that commodity for which it is best 
fitted. This increases the National Wealth of the country. 

2. Each man adopts that occupation for himself for which 
he has got the necessary inclination and aptitude. This increases 
the productive capacity of each individual worker. 

3. It enables each country to dispose of its surplus pro- 
ducts which would have been useless otherwise. At the time 
of calamities or wars or famines, we can easily depend upon the 
products of other nations. 

4. Exchange enlarges the area of markets, increases the 
scale of production, and brings about many other improvemeaits 
in machinery and methods of production. 

5. We are enabled to get through exchange many com- 
modities which we would not have consumed otherwise. 

■Tlie Forms of Exchange 

There are two forms of exchange, viz., 

I. Exchange by Barter. 

II. Exchange by Sale and Purchase, 

, I» , Barter 

If the transference of goods takes place directly, that is, 
by tbe direct excliange of commodity for commodity without 
the intervention of money, it is called barter. Even today, 
barter system of exchange is obtainable in those communities 
which are economically weak and commercially undeveloped. 
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In many o£ the interior viUages of India, payments to field 
labottrers and village artisans are generally made in kind and 
not infrequently, a zamindar is seen exclianging iiis bullock 
directly for a horse of another without the intervention of 

money. 

Inconveniences of Barter 

As a result of the growth of division of labour and the 
consequent economic interdependence of persons for their 
mutual gratification of wants, the inconveniences attendant 
upon barter system of exchange began to prove a great clog in 
the progress of the community by obstructing the exchange of 
marketable articles freely and quickly. The main difficulties 
and inconveniences involved in exchange may be briefly 
summarised thus: — 

(1) Lack of double coincidence of wants. The funda- 
mental inconvenience of barter, as Prof. Chapman writes, arises 
from the fact that, for each act of barter, a double coincidence 
of wants is a prerequisite. By this expression we mean that 
before an exchange of goods can be effected directly, 'the man 
who has a superfluity of one thing and wants another, must 
find a second person whose superfluity and want are reciprocal 
to his own.’ Thus, a farmer who has superfluous wheat and 
wants to exchange it for cloth, must not only search for a 
cloth dealer, but for such a cloth dealer who has the superfluous 
cloth and at the same time the willingness to have his wheat in 
exchange. This sort of search from door to door, before barter 
can take place, involves a tremendous amount of botheration 
and an incalculable loss of time. 

(2) The awkwardness of accommodating units of sales to 
units of purchases, or the difficulties of division and sub-division 
'icithoiit loss of value. The second important difficulty expe- 
rienced in exchange by barter is that of accommodating units 
of sales to units of purchases. Supposing, a cultivator who has 
a surplus horse with him wants to get in exchange by the system 
of barter twenty yards of cloth, a chersa (a. leathern bucket) , 
four spades, eight sickles, two rough blankets, and a few other 
sundry articles, it seems well-nigh impossible for him to find 
out a person who can supply him all his requirements and accept 
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in exchange his surplus horse. If he is not able to hit upon 
such a person, naturally he cannot be expected to part away 
with two legs and two ears of his horse in exchange for, say 
two blankets, as the value of the whole will be destroyed by thus 
chopping way a smaller portion from the complete unit. Thus, 
the diificulties of sub-division in exchange without loss are 
clearly manifest in a system of barter exchange. 

(3) Wani: of a common denominator of value. The 
third great difficulty arises from the fact that in a state of 
barter there is no provision for a common denominator of value 
which we can measure and compare the values of the different 
goods to be exchanged. As every commodity, in the absence 
of a common medium of exchange, has got to be exchanged for 
a large number of commodities all differing in kinds and values, 
therefore, much difficulty is experienced in settling about the 
rate at which exchange of goods should take place; and even if 
we were to furnish a list indicating the value of each commodity 
in terms of nearly all other exchangeable commodities, it would 
form a most lengthy, complicated and an almost impracticable 
process. The result is that there is an endless higgling over the 
settlement of the bargain and consequent waste of time to the 
exchanging parties. 

il. Sale and Purchase 

These difficulties and drawbacks led to the introduction of 
money as a common medium of exchange and the division of 
one exchange transaction into two separate and distinct opera- 
tions, called "sale and purchase.” This system has facilitated 
exchange to a remarkable degree. By this method we are no 
longer required to exchange goods for goods and put to any 
difficulty in the search of a man who can satisfy our diverse 
requirements. People now sell their articles and services for 
money and with it they purchase all the necessary articles re- 
quired by them. The former of tliese exchange transactions 
is called sale, and the latter purchase. Thus, under the system of 
sale and purchase goods are transferred with the intervention 
of money and as such the value of commodities is now expressed 
in terms of money paid for them. 
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Botli Parties Gain 111 Utility by Exctajige ^; 

It must be emphasised at the outset that in an act of 
voluiitarr exchange there accrues a gain to both the parties, un- 
less one party is abnormall}^ weak or ignorant. In the follow- 
ing illustration, it will be shown how both parties tend to secure 
a gain in utility in an exchange transaction. Let us assume 
that two farmers one having a stock of rice and the other 
possessing a stock of sugar want to exchange some amount of 
their commodities between themselves. For the sake of brevity 
let us call them A and B respectively. Now A has a stock of 
rice but wants to have sugar; while B has sugar but wants to 
have rice. Before an exchange transaction takes place between 
the two, each will compare the degree of satisfaction to be 
derived from the quantity of a commodity to be gained and the 
satisfaction lost by parting with a certain quantity of a com- 
modity. If the satisfaction expected to be derived from the 
incoming commodity'' is at least equal, or outweighs the satisfac- 
tion of the outgoing commodity, an act of exchange between 
the two may be effected. If after the usual process of bargain- 
ing, A consents to part with one maund of rice for one maimd 
of sugar and B also agrees to exchange one laiaund of sugar for 
one maund of rice, it clearly shows that A expects to get at least 
equal or greater utility from one maund of sugar than from one 
maund of rice already in his possession, and B also expects to 
obtain at least equal or greater satisfaction on receiving one 
maund of rice from A than on keeping one maund of sugar 
with him. Hence, there accrues a mutual gain in utility by 
exchange because by this process both parties get that com- 
modity the utility of which to them is higher than that of the 
commodity which they give in exchange. The following table 
illustrates the above fact: 
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VUiiitS' ,/■ 

Utility of 
Rice to 

. ; : ,A: ■ 

Utility of 
Sugar to 

-.A-, 

Utility of 
Rice to 

■■■"' 

Utility of 
fiugar to ■ 


70 

8o: 

90 

idyo ^ 

z 

' 'JO' '■ ■ 

■■ ■ ■ ■ 1 

6o 

60 

60 

5 


'yp:;; 

30 

30 

Total 

Utility 

U'.'IJO,'; 

170 

180 

:',i6o ' 


A by exchanging 3 units of rice for 3 units of sugar gains 
20 units of utility, similarly B gains 30 units of utility by ex- 
changing the 3 units of sugar for 3 units of rice. 


It used to be argued that in exchange if one party benefits, 
the other party must necessarily lose. This belief, however, is 
erroneous. In continuation of the previous illustration it may 
be repeated that A has a stock of rice and B that of sugar — ^in 
excess of their own requirements. In the absence of any ex- 
change, if both of them were to continue the consumption of 
their own commodity, it is sure, according to the Law of Dimi- 
nishing Utility, the utility of the successive units will go on 
continuously diminishing and the marginal utility may fall to 
zero, if the stock of the commodity happens to be too large. 
A has a surplus stock of rke and as such it wdll have smaller 
degrees of utility than sugar which he keenly desires to have. 
Side by side B has a surplus stock of sugar and as such it will 
have smaller degrees of utility than rice which he strongly wants 
to possess. Hence, the utility of one maund of sugar to A and 
of one mamid of rice to B must be very high as in each case 
the incoming commodity satisfies a much stronger and more 
intens .2 desire. By giving one maund of rice and receiving one 
maund of sugar, A loses less utility in the deprivation of rice 
than v/iiat he obtains in the acquisition of sugar. This applies 
equally to B as well. Thus, in view of the fact that a com- 
modity having less utility is being exchanged for a commodity 
having a higher utility there is an accretion of utility to both 
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tlie parties. Similarly, if the exchange transaction is carried on 
through the medium of money, the utility of the commodity 
purchased is at least equal if not greater than the utility of the 
money given. If that is not so, no exchange can take place. 
Jevons has, therefore, defined exchange as the "barter of the 
comparatively superfluous for the comparatively necessary,” 

The Meaning of Valwe and Price 

The term Value’ is used ordinarily in two different senses, 
viz., (1) value in use, and (2) value in exchange. 

'Value in use’ expresses the utility or importance of some 
particular object. It is a subjective phenomenon and refers to 
the want-satisfying capacity of a commodity. When we say 
that iron is more valuable than gold or that the value of wheat 
is greater than that of diamonds, we mean, thereby, that iron 
and wheat are more useful and important as they satisfy more 
urgent wants than gold and diamonds. 

'Value in exchange’ of a commodity means the power of 
its being exchanged for other commodities. In short, it means 
the quantity of other things that can be had in exchange for 
the thing offered at any given time and place. It is an objective 
phenomenon and refers to the rate at which the commodit^r 
exchange for others. For instance, if two portable gramo- 
phones are exchanged for one portable Remington typewriter, 
we say that the value of two gramophones is one Remington 
typewriter and that of a Remington typewriter is two portable 
gramophones. Therefore, 'value in exchange’ is a relative term 
and implies the relation between two commodities at a parti- 
cular time and place. If a commodity can command in ex- 
change for itself a large quantity of other things at a particular 
time and place, its value is high; if at any other time it secures 
in exchange only a smaller quantity of other things, its value 
is low. 

In order to avoid ambiguity and confusion it is thought 
better by economists to restrict the use of the term value in 
the sense of 'value in exchange,’ and to confine the use of the 
term 'value in use’ in the sense, of utility only. We now speak 
that air, water, sunshine and light have very great utility (or, 
value in use) because they are indispensable for human existence, 
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but tliey have practicaliy no value (or, value in exchange) be- 
cause they are free gifts of nature and under ordinary circums- 
tances can be obtained indefinitely without payment. Hence, 
if a thing possesses 'value in use’ it does not necessarily follow 
that it mixst have 'value in exchange’ as well. If a commodity 
is to have value, it must possess the essential elements of utility, 
scarcity and transferability. 

Here a distinction must be made between value and price. 
Value we have defined as the power possessed by a commodity 
in exchange to secure other articles. The value of a commodity 
when expressed in terms of money, is called its price. Marshall 
writes: "Civilised countries generally adopt gold or silver or 
both as money. Instead of expressing the values of lead and 
tin, and wood, and corn and other things in terms of one 
another, we express them in terms of money in the first instance, 
and call the value of each thing thus expressed its price.” 
Therefore, price is the amount of money which a commodity will 
exchange for. If 20 seers of barley can be had in exchange for 
one rupee, then we say that the price of 20 seers of barley is one 
rupee. There may be a general rise or fall of prices as the 
purchasing power of money falls or increases; but there cannot 
be a general rise in values nor a general fall in values. If the 
value of a commodity has risen, that is, if it procures a greater 
quantity of other articles, it necessarily follows that the value 
of those other articles has fallen. 

Tlie Maclimery of Exchange 

In every civilised society there are some instrumentalities 
of exchange which have come to be regarded as essential for 
facilitating and furthering exchange. These may be men- 
tioned as follows: — 

1. Merchants and Traders including retail and wholesale 
dealers who bring consumers into a close contact with pro- 
ducers. 

2. Means of transport and communication such as roads, 
railways, navigable rivers, telephone, telegraph and radio, etc., 
which enable a cheap and rapid transfer of commodities from a 
place of plenty to a place of scarcity. 
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3, Markets where the exchanging work is carried on. 

4. Money which is designed to serve as a medium of' 
exchange. The superstructure of banking and credit is also 
based opon the existence of money. 
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MARKETS 

The necessity for exchange and markets arises only when 
division of labour is introduced in the economic and industrial 
activities of a society and when each producer begins to engage 
himself in that special branch of productive activity in which 
he finds himself relatively efficient. Each producer now spe- 
cialises in some particular calling and exchanges his products 
and services for the products and services of others through a 
common medium of value as accepted by the society. In 
modern times almost every producer produces for selling or 
marketing his produce. As a rule it may be affirmed that every 
effort directed towards the specialisation of poduction results 
in the creation of further opportunities for exchange -and 
marketing. Hence, the exchange of commodities and the pre- 
sence of markets where the exhanging business among a group 
of buyers and sellers is carried on, have come to be regarded 
as important features of our modern economic life. 

Befinition of a Market . ■ 

In popular language, the word 'market’ refers to a parti- 
cular place, building or enclosure where sellers and buyers with 
several kinds of articles congregate for the purpose of sale and 
purchase. In Economics, however, the term market is not con- 
fined to any particular locality nor does it refer to any market 
place where all kinds of provisions and other goods are offered 
for sale and purchase, but it chiefly refers to a particular group 
of buyers and sellers of any commodity who compete so closely 
With one another that the price of that commodity tends to be 
the same throughout that region in which they are found to be 
scattered. Cuniot defines a market thus: "Economists under- 
stand by the term market not any particular market place in 
which things are bought and sold, but the whole of any region 

11 ■ 
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in wliicli buyers and sellers are in such free intercourse with 
one another that the prices of the same goods tend to equality 
easily and quickly.” Or again as Jevons says: "Originally a 
market was a public place in a town where provisions and other 
objects were exposed for sale; but the word has been generalised, 
so ns to mean any body of persons who arc in intimate business 
relations and carry on extensive transactions in any commodity, 
A great city may contain as many markets as there are ini- 
pertant branches of trade and these markets may or may not 

be localised. Tlie traders may be spread over a whole 

town, or a country, and yet make a market, if they are, by 
means of fairs, meetings, published price lists, the post-ofSce or 
otherwise, in close communication with each other.” Thus, in 
a perfect economic market, where competition among buyers 
and sellers is in full play, there is a strong tendency for the 
same price to be paid for the same article at the same time in all 
parts of it, allowing for the cost of transporting it from one 
part of the market to another. 

The conception of an economic market would not be com- 
plete if it is not explained that even for the same commodity 
there may be as many markers as there are dilferent groups of 
exchangers engaged in the sale and purchase of that commodity, 
independently of each other. Thus, in respect of a particular 
commodity in a particular region there may exist dilferent 
markets for it. 'The retail market in a commodity such as tea 
is quite distinct from the wholesale market in the same com- 
modity. Retail grocers compete directly in one market to 
purchase tea from the wholesalers: but this market is quite 
distinct from that wherein the wholesalers themselves compete 
to buy supplies from the actual producers.* 

iTlie Evolution of Markets 

The markets, in view of the expanding requirements of 
trade and commerce, have undergone various types of changes 
and improvements. Tlie various stages in the development of 
markets have been classified into four divisions. 

1. Localisation of markets. At a particular market place, 
where buyers and sellers agree to meet for exchange transactions 
and where several kinds of goods are exhibited for sale, neither 



the sellers have to search for the buyers, nor tha buyers have 
to make a troublesome search for the sellers. On account of a 
close association and keen competition among buyers and sellers, 
the price of an article tends to equality for the same article at 
the same time, because the buyers, beyond a particular price rul- 
ing at one time, would not be prepared to pay a higher price, 
and sellers would also not like to sell below that price unless 
they can afford to do so. The extent of a localised market 
usually depends upon the availability of transport facilities. 

2, Dealing by sample. Before the introduction of the 
sale of goods by samples the sellers used to transport their goods 
to the market place in the expectation that some purchasers 
would come forward to demand their goods. Buyers used to 
come and settle prices, and if the prices arrived at through 
bargaining and higgling proved somewhat unfavourable to the 
sellers, they seldom took their goods back as they had already 
incurred the expenses of transportation. These and other in- 
conveniences are removed when the system of selling goods by 
sample is substituted for the actual goods to be sold. The 
sample can be handled and carried much more easily, and goods 
can now be sold in a distant market without their actual 
transportation in bulk. By this means the expenses of trans- 
porting goods are reduced or eliminated, the area of the market 
is increased, and competition becomes keener and much more 
eifective. 

3. Dealing by grade. The system of marketing goods 
by grade -was a further development in the growth of certain 
markets. There are certain commodities which can be con- 
veniently classified according to their different qualities into 
several grades each differing in some respects from other grades. 
To each grade of a commodity is assigned a distinguishing mark 
or name so that the prospective buyers, without actually examin- 
ing the commodity or its samples, can purchase in distant markets 
by Simply quoting the name or mark of the grade wdiich they 
vrant. In the case of gradable : commodities, like cotton, jute 
and wdueat a resort to samples is rendered almost unnecessary. 
The introduction of selling by grade still further enlarges the 
area of the market and makes the market more perfect by 
making competition more effective 'witbin all parts of it. 
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4. Differentiation or speciaUsatlon of markets. Origin- 
ally tlis market is a mixed market in wliicli several kinds of 
goods are exliibitec! for sale and purchase. But with the expan- 
sion of industrial activities and commercial requirements and 
the development of transport facilitieSj the market tends to 
grow more specialised. It no longer remains a mixed market, 
hut for the sake of commercial convenience and efliciency it is 
divided into specialised markets, such as the fruit and vegetable 
market, textile market, grain market, sharafa, etc. 

Classlficatiosi of Markets 

Markets may be classified according to space or time and 
may be termed as Place Markets and Time Markets. 

A place market refers to a region over which it extends. 
A time market refers to the duration of time taken by the 
forces of demand and supply to be completely adjusted. 

Place Markets 

A market in regard to area may be local, national or inter- 
national. The area of competition governs the area of the 
market. If the competition in respect of a particular com- 
modity is confined to the buyers and sellers of a particular loca- 
lity, the market for that commodity is called a 'local market.’ 
Generally, the market is local for that article which is perishable 
or bulky or which satisfies only an individual need or local re- 
quirement, e.g., vegetables, bricks and grass have a local market. 
Again, if the competition for a particular commodity is found 
among tlie buyers and sellers scattered over the entire country, 
then that commodity has a 'national market.’ An international 
market is that market in which the competition among the 
sellers and buyers for the sale and purchase of a commodit3/ is 
v/orid-wide. Such commodities as gold, silver, wheat, sugar, 
cotton, jute, iron, petroleum, etc,, which arc demanded all over 
tlie world have international markets. 

\Tmie Mairkets . 

"kfarkets vary with regard to the period of time v/hicli is 
allowed to the forces of demand and supply to bring themselves 
into equilibrium with one another,” According to time markets 



341 


MARKETS 

may be classified as follows:- — 

(i) The daily market. In a daily market, the supply of a 
commodity is more or less fixed and cannot be clianged in 
response to the changes in demand. The price in the daily 
market is fixed by the temporary equilibrium of demand and 
supply in which the demand plays an important part while 
supply remains a passive agent. As there is no time to increase 
or decrease the amount of supply to meet the increased or 
decreased demand, it is the utility O'f the commodity that fixes 
the prices of commodities. 

(fi) The short period market. In the short period market, 
time is not sufficient to change the factors of production to 
meet the changes in demand. Supply during a short period 
is variable to a certain extent only with the help o£ the existing 
factors of production, e.g., if the demand for a commodity 
increases, the supply will tend to increase by utilising the less 
efficient existing factors of production and naturally the cost 
of production would tend to increase, and if there is a decrease in 
demand, only the most efficient factors of production will re- 
main in service resulting in a lower cost of production per unit 
than before. Thus, we see that in a short period market, supply 
is not as passive and fixed as in a daily market but still the 
demand plays a predominant part and fixes the prices of com- 
modities. 

(//■/) The Jong period market. In such a market, all the 
factors of production get sufficient time to adjust themselves 
to the changes in demand. Increased demand will be met by 
increasing the supply with the aid of the new factors of pro- 
duction while decreased demand is satisfied by decreasing the 
supply. In short, there is a complete adjustment of supply to 
demand in a long period market. Supply plays a more promi- 
nent part and prices tend to the level of the cost of production 
of the commodity. No producer would sell his commodity, 
below the cost price; he will close his business instead of doing 
so. Similarly, the prices of commodities cannot be higher than 
their cost of production, as this inducement of an extra gain 
will tend to increase the supply of those articles to bring the 
prices to the level of the cost of production. Hence prices, in 
the long run, cannot be permanently higher or lower than the 
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cost o£ production. 

Boiindaries of a Market 

(?) Markets tend to grow wider in tlicir extent with im- 
provements in the means of transport and communication. Good 
roads, cheap railways, secure steamships, rapid air service, con- 
venient telephony, telegraphy and radiography have all a note- 
worthy tendency to extend the boundaries of markets enabling 
the buyers and sellers, scattered over a wide region to obtain 
reliable informations regarding tbe present and the prospective 
course of the market prices. Before the introduction of these 
devices, the transportation of goods from one place to another 
was very slow, expensive, inconvenient and risky, in consequence 
of which, markets for many of the commodities barring a few 
articles of luxury were confined to the locality of their origin. 
Formerly, marked variations in rates were noticed even in the 
adjoining localities because of the high cost of transport and 
lack of any specific information regarding prices. But at the 
present day, free competition among buyers and sellers, rapid 
and regular means of transport and communication have made 
it possible for the buyers and sellers to compete with one an- 
other for the same supplies and to bring about an equalisation 
of prices of the same commodity in all the markets. 

(ii) A second condition necessary in the extension of 
markets is the existence of confidence, peace and security in the 
country. If there is perfect security from fraud and burglary, 
if the claims of creditors arc respectfully recognized by the 
authorities, then dealers would not hesitate to send their goods, 
in case it is profitable to do so, even to the very ends of the earth. 
Hence, Governmental security and commercial honesty and 
stability are important factors that tend to widen die markets. 

{in) It may also he referred here that the more sound a 
monetary system is evolved, and the more proper banking and 
credit facilities are available in the commercial world the greater 
will be the tendency towards the expansion of markets. Various 
means of advertisements, fairs, exhibitions and cinema shows 
are other factors that tend to enlarge the area of a market for 
a commodity. 
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Conditions of a Wide Market - * 

Besides the above-mentioned factors that have a tendency 
towards v/ldening the areas of markets, a commodity must itself 
possess some important qualities, before it can have a wide market 
for it. They may be enumerated as follows; — 

1. Universality of demand. Generally, those commodi- 
ties which are tvidely and regularly demanded by people living in 
diTercnt climes and countries can command a very wide market 
for them. Many Indian products such as wheat, cotton, 
jute, hides, etc,, are universally demanded and there is an 
international market for them. Gold, silver, cotton, sugar, 
Government bonds and stocks and shares of well-known 
companies are other commodities which enjoy a world-wide 
market. Dhoties and saries are not articles of universal con- 
sumption, and as their demand is restricted to our country, the 
market for them is only a national market. The market for 
the articles produced by the village carpenter is a local market 
as the demand for them is confined to a few groups of villages 
only. 

2. Portability. If a commodity is portable, that is, if 
the bulk or weight of the commodity is not very great then 
the commodity can have a wide market. Bulky and heavy 
commodities like straw, sand and ordinary bricks of relatively 
low value must have a narrow market, because if they are trans- 
ferred from one place to another the price as the destination 
owing to the high cost of transport will become prohibitive. 
As a rule, market for such commodities is restricted to the 
neighbourhood of the place in which they are produced. On 
the contrary, the markets for gold and silver, stocks and shares, 
sUk and tea are world-wide, because they are in universal 
demand, and secondly because they have a very high value in 
proportion to their bulk and weight. 

3. Suitability for grading and sampling. Those com- 
modities which are cognizable and suitable for sampling and 
grading enjoy wide markets, as the purchasers without having 
any personal inspection of those commodities, can place orders in 
distant countries by quoting their distinguishing marks. As 
the grading is very frequently done by an. independent expert 
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Authority, there are practically no possibilities of adulteration. 
Wheat, cotton, tea, jute and sugar are some of tlie important 
cornnioditics which can be suitably classified and graded into 
separate classes as a result of which they can command very 
wide markets. 

4. ImlmishcibilUy. Perishable commodities like fresh 
fruits and vegetables, fish, milk and meat which cannot stand 
transportation over a long distance have a very narrow market. 
On the other hand, durable articles enjoy wide markets. For 
instance, the quality of barley and oilseeds will not undergo 
any deterioration, if it is kept for a long time and transported 
to distant countries. But it may be mentioned here that with 
the introduction of scientific packing, refrigerating vans and 
cold storage facilities the markets for perishable commodities are 
also growing wider and wider in their extent. It is due to the 
rapid means of transport and the scientific improvements intro- 
duced for the transit and storage of perishable commodities that 
many of the commodities have now come to acquire world-wide 
markets which were only a few decades back confined to the 
locality of their origin. 

5. Supply of the cotmnodUy. An article the supply of 
which is limited cannot expect to have a wide market. For a 
commodity to have a wide market, it is necessary that its supply 
must be large. 
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THEORIES OF VALUE 

Having explained and emphasised the nature and the neces- 
sity of exchange and discussed the importance of markets, it now 
remains to be examined how commodities exchange hands and 
on what terms and conditions such an exchange ratio is deter- 
mined. It may weli be asked vdiy a particular commodity is 
exchanged for a particular commodity, or for a given price and 
not for more or less price, and how an adjustment is brought 
about between the amount demanded and supplied in a market 
where every producer produces for sale irrespective of any pre- 
vious arrangement or agreement with his fellow producers? Why 
do the ratios in which they exchange vary from time to time? 
These problems lead us to the consideration of the principles 
governing the exchange-power of a commodity or service. Since 
the time Economics began to be studied in a critical spirit, various 
important theories have been propounded to explain the deter- 
mination of values and prices. But in order to understand 
clearly the modern theory of value, a brief review of the pre- 
ceding theories seems expedient at this place. 

Tlie Labou-i' Theory of Value 

Although expounded originally by Adam, Smith and 
Ricardo, yet the Labour Theory of Value is generally associated 
with the name of Karl Marx, the great socialist thinker, wdio 
undertook great many pains in its exposition and development. 
Adam Smith regarded labour as "the real measure of the ex- 
changeable value of all commodities.” He states; "Labour is 
the only universal as well as the only accurate measure of value, 
or the only standard by which we can compare the values of 
different commodities at all times and at all places.” R{ca.rdo 
held labour as "the foundation of all value, and the relative 
quantity of labour (applied to produce commodities) as almost 
exclusively determining the relative value of commodities;” while 
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Karl Mariv speaks that the "value of each commodity is deter- 
mined. by the quantity of labour expended on and materialized 
in it, by the working time necessary, under given social condi- 
tions, for its production.” Briefly, the exponents of labour 
tliccry believe that value of anything is determined by the 
amount of labour that has been spent upon its production. Like 
Ricardo, Marx also recognized the presence of utility as abso- 
lutely essential to value, Wt due to its variability, he disregarded 
utility as a factor necessary in the determination of value. 

The labour theory of value seems to be entirely untenable 
and impractical in its conclusions, on account of the defects re- 
produced below: 

(i) If the amount of labour expended in the production of 
a commodity be regarded as the sole source and measure of its 
value, a very serious difficulty arises concerning the unit of 
labour that should be taken for purposes of measuring values. 
By what standard are we to measure and compare an hour’s 
labour of an unskilled worlonan with an hour’s labour of a clerk, 
the writer, the engineer, or the entrepreneur? Marx, in spite of 
his all ingenious arguments, could not give a satisfactory expla- 
nation of the standard by which various grades or qualities of 
labour should be evaluated and compared? The qualitative 
differences can hardly be reduced to quantitative differences. 

(n) It not only treats the problem of value from the side 
of supply ignoring altogether the vital factor of demand as a 
determinant of value, it also brushes aside the claims of all the 
factors of production except labour. Labour, we know, can- 
not produce anything without the co-operation of land and 
capital, and as the latter cannot be had freely, they must cost 
something to those who wish to harness their services. 

(Hi) If the value of a commodity is determined by the 
labour expended during its production, then why does the value 
show fluctuations from time to time after it has been produced 
and placed in the market! Nor, it gives any explanation of the 
value of those commodities which, on account of their scarcity, 
bring high prices. 

(iv) It does not explain the supposed "paradox of values,” 
whereby things with relatively little usefulness may have high 
value in. exchange and vice versa. 
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Tlie 'Cost of Production Tkeory of "Valn.e 

Like the labour theory, the cost of production theory re- 
gards the problem of value from the standpoint of supply alone. 
The theory states that the value of a commodity is determined 
by the cost of the various factors employed in its production. 
Besides labour, it emphasises and includes the services of other 
factors of production in the determination of values. Mill 
summarizes the theory in the following words: "The cost of 
production, together with the ordinary profit, may, therefore, 
be called the necessary price or value, of all things made by 
labour and Capital.” 

Obviously, this theory seems to be more precise and scienti- 
fic in its exposition, as it states that under free competitive con- 
ditions, the price of an article must at least cover the cost of 
production if its production is to be continued. The high pro- 
fits accruing from higher prices over cost tend to attract more 
competitors in consequence of which the supply gets increased 
and the prices tend to equal the cost; while the low profits tend 
to drive away the producers to more lucrative fields, bring about 
a shortage in the supply and a rise in the prices. 

The cost theory, however, equally fails to provide a correct 
explanation of value and like the labour theory it is also subject 
to the following criticism. 

(i) The cost theory treats the question of value from the 
side of supply only and ignores the side of demand or utility 
in the determination of value. 

(li) It does not furnish any allowance for misdirected 
application of the factors of production. How can a machine 
built at an enormous expense of labour and cajpital command a 
•value in the market, if it fails to move and work, or why the 
consumers should pay a high price for a particular commodity, 
if its cost of production is made unduly high owing to the 
negligence or bad economy of the producer? 

(i/i) If the value of a commodity is determined by its cost 
of production, then the theory offers no explanation for the 
value of those commodities which practically involve no cost of 
production. The price of such rare articles as famous pictures 
and statues and meteoric iron depends more on the demand of 
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rlie consumers than on the cost o£ production. 

{iv) The vaiue of a commodity changes from time to time 
and from place to place. The cost of production theory docs 
not explain why value changes after a thing has been produced 
and placed in. the market for sale. 

{■v) The cost of production of a commodity varies from 
firm to firm a.nd under free conditions of competitive force,?, 
one single price rules at a given time in a particular market. 
The cost theory fails to give a satisfactory explanation as to 
whose cost of production determines value though it is main- 
tained by the e,xpon.ents of the theory that the value depends 
on the cost of production of the marginal firm which just 
manages to carry on the production of the commodity. 

The Utility Theory of Value 

The utility theory of value, advocated by Jevons and the 
economists of the Austrian School, states that the value of a 
commodity is determined by utility or demand. It was co,n- 
sidered by the exponents of this theory that the value of a 
commodity cannot go higher than the amount of utility to be 
derived from its consumption or acquisition, and if the value 
exceeds the prospective utility, the commodity would no longer 
be demanded as a result of which production would cease. 

Like the labour or cost theory, the utility theory of value 
is one-sided, and is objected to on the following grounds.*' — 

(i) It deals with the problem of value from the side of 
demand and overlooks the conditions of supply altogether. 

(ii) If utility is the determining factor of values, the value 
of a particular commodity of the same qualit^^ and quantity 
should vary from individual to individual as each man accord- 
ing to his wealth and intensity of his desire possesses different: 
utilities for the article. But under actual market conditions o.nc 
single price rules at a time for the same article irrespective of 
the means and desires of the buyers. 

{iii) According to the utility theory the value of those 
articles (e.g., food and drinks) which have comparatively high 
utilities should be high while the value of those articles (e.g., 
diamond, gold and silver) which satisfy relatively less urgent 
wants should be low. But in actual conditions of economic 
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life the value of a commodity is very, often inversely propor- 
tionate to its utility. This goes far to contradict the theory. 

(iv) The theory in its modified form states that the value 
of a commodity depends on its final utility or marginal utility, 
i.e., the utility derived from the last unit of purchase. The 
price which a buyer is willing to pay for the margiiial unit will 
be paid for all the units purchased by him at a given time. But 
marginal utility itself shows variability depending to a great 
extent on the price and the supply of a commodity. Hence, 
marginal utility by itself cannot govern the value of a com- 
modity. 

Demand and Supply Theory of Value 

The demand and supply theory states that the exchange 
value of a commodity is determined by the interaction of the 
forces of demand for and supply of that commodity in a market. 
In order to bring out the salient characteristics of this state- 
ment, it would be good, if we explain it by the aid of a con- 
crete illustration. 

In every exchange transaction of a commodity there are 
two parties — a group of buyers and a group of sellers — each of 
which exercises a positive influence in the determination of 
value. On the demand side, the price of a commodity is deter- 
mined by the utility to the purchaser, and if he is a sensible man 
he would, under ordinary conditions, in no case like to part with 
an amount of money the utility of which is greater to him 
than that lie expects to derive from the acquisition of the units 
of a commodity. But the desire to obtain the commodity 
depends on its marginal utility, and, therefore, the demand price 
is measured by the marginal utility of the commodity to the 
buyer. If the marginal utility of the commodity falls below 
the marginal utility of money which He has to pay for in ex- 
change, he will cease to buy it. For instance, a buyer contem- 
plates to buy 15 oranges. All the oranges being identical and 
interchangeable the price which he consents to pay for the 
fifteenth orange — the marginal purchase— -would be the price 
for each of the entire stock of the oranges which he agrees to 
buy at that particular time. If the utility of the marginal 
purchase is just measured by one anna and, if he is the only 
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buyer in tlic market, then one anna will be paic! for all the 
snccessive oranges purchased. It is not the total satisfaction 
but the marginal satisfaction that determines the mai'ginal 
demand price. Therefore, the maxiimim price of the buyer 
is determined in relation to the marginal utility to him of the 
commodity beyond which he would not like to go in for it. 

On the supply side, there are sellers engaged in the produc- 
tion and supply of the commodity, which naturally entails some 
sacrifices and expenses on the part of producers. The sellers 
would not like to part with their commodity below the amount 
it has cost them to produce or acquire. Hence, the cost of pro- 
duction or the money value of the sacrifices they have under- 
taken in producing and bringing the article to the market, fixes 
the minimum price below which they would cease to sell as any 
price lower than that would not remunerate them. Supposing 
the expenses of production to the orange-seller come to 3 pice 
per orange, then this sum will form the minimum price below 
which he will never prefer to sell. 

Thus, the buyer has a maximum price beyond which he will 
never go, but he will try to pay as little as possible. The seller 
has a minlimun price governed by the expenses of production 
of the commodity meant for sale but he will attempt to charge 
as high a price as possible. The actual price ruling in the market, 
at any particular time, will be determined by the relative urgency 
of the seller to sell and the buyer to buy together with the 
relative bargaining capacity of each party. If the buyer’s 
demand is urgent and if he does not prove to be very skilful 
in the art of bargaining, it is quite possible he might be made 
to pay the maximum price, i.e., four pice per orange. If, on 
the contrary, the seller is in urgent need of disposing of his 
oranges and his impatience to sell his product is also realized by 
the buyer, it is possible he may, by his outward indifi'crence, drag 
the price down to the seller’s minimum, i.e., three pice per 
orange. Marshall observes aptly: *'The price may be tossed 
hither and thither like a shuttle cock, as one side or the other 
gets the better in the higgling and- bargaining of the market.” 

The above statement of the demand ,and suppfy theory of 
value, though simple and free from the complicated factors that 
we are to consider later on, is none the less quite true in essentials. 
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In a market, where there is a heterogeneous group o£ buyers and 
sellers, the former having diiferent tastes and means, and the 
latter having varying expenses o£ production owing to differences 
in their natural endowments and managerial accomplishments, 
the value of a commodity, on the demand side, tends to be 
determined by the marginal demand price of the marginal buyer, 
and on the supply side by the marginal supply price or marginal 
expenses of production of the marginal firm working under the 
most disadvantageous conditions, but whose contribution to the 
total supply is necessary to make the supply equal to the quantity 
demanded at any time. But it must also be pointed out that 
demand, supply and price act and react upon one another. 
Demand and supply are themselves affected by price. A rise in 
the price of a commodity tends to increase its supply and dimi- 
nish its demand; on the contrary, a fall in price tends to decrease 
its supply and increase its demand. So the value of a com- 
modity is determined at a point where the quantity demanded 
.by the marginal buyers is approximately equal to the quantity 
offered by the marginal sellers. 

Equilibrium o£ Demand and Supply; Market Price 

By 'equilibrium of demand and supply’ is understood that 
state of the market, at any given time and place, when, through 
the competition of buyers and sellers, the price settles at a point 
at which the quantity demanded approximately equals the 
quantity offered for sale, and the exchange transactions take 
place between the two parties freely. Under such a state, the 
price at which transactions are carried on is called the market 
or equilibrium price and the quantity offered for sale and 
demanded at that price is called the equilibrium amount. 

X'T'e have explained, elsewhere, the meaning of demand as an . 
'effective desire’ of a commodity backed by the purchasing ability 
and willingness to use it. 'We also pointed, therein, how accord- 
ing to the law of demand, the quantity demanded tends to 
increase with a fall in price, and tends to decrease with a rise 
in price, other things remaining the same. 

By "supply” in Economics is meant the quantity of a com- 
modity offered for sale in the market at a certain price and at 
any given time. lienee, supply has to be distinguished from 
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sl:ocL Stock refers to the total amount of a commodity available 
at any time while supply denotes the actual amount of a com- 
raoclity forthcoming for sale at a given price. On seeing an 
unfavourable price, sellers usually keep back their stock in order 
to sell it at a favourable price. In the case of perishable goods 
like fish, green vegetables, etc., the stock and supply tejid to 
approximate, because such commodities owing to their perish- 
ability cannot be withheld by the sellers for a long time. The 
law of supply states that with a fall in the price, other things 
remaining the same, the quantity of a commodity supplied 
diminishes while with a rise in its price its quantity offered at that 
price increases because even those producers who have produced 
their stock at a higher cost are enabled to place it on the market. 
As the price of a commodity falls, its supply diminishes for many 
of the sellers who were on the margin find it now unreniunera- 
tive to sell at that price. A supply schedule, like the demand 
schedule, is a list of the varying quantities of a commodity that 
are offered for sale at different prices at any particular time and 
place. 

Having explained the meaning of demand and supply and 
having determined their inter-relationship with the variations 
in prices, let us now seek to analyse the conditions under which 
the market price is fixed and an equilibrium is brought about 
in the market. Let us assume the case of wheat in a local 
marlvct where buj'^ers and sellers are found competing in its pur- 
chase and sale. Each buyer comes to purchase according to his 
individual demand schedule, and so each seller comes to sell 
according to his individual supply schedule. Each buyer has his 
own maximum price but seeks every opportunity to pay as little 
as possible. Similarly, each seller has his minimum price below 
which he will not sell his wheat but welcomes every opportunity 
in the way of securing higher prices than that. At difl'erent 
prices, different quantities of wheat would be demanded and 
supplied. Let us assume the following hypothetical market 
schedules of demand and supply on a particular day. 
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willing to buy. 

At the price. 

Sellers willing to 

(Demand) 

(Per maund) (Supply) 

100 Mds. 

Rs, 6 

:'500 Mds. 

200 „ 

» 5 

soo „ 

300 „ 

» 4 

d50 „ 

500 „ 

» 3 

500 „ 

725 „ 

„ 2 

325 „ 

1000 „ 

» 1 

150 „ 


Tlie above demand and supply schedules may be graphically 
represented by demand and supply curves and the point of 
intersection will determine the point of equilibrium and the 
market price at that particular time. 





OF VMH6AT SUFPUIEL OR 

Determination of Market Price 

In the diagram given above DD represents the demand 
curve, and SS the supply curve. On reading it, it will be 
obvious to the readers that it is at the point P that the suppltr 
and demand curves intersect each other, and that the quantity 
forthcoming for sale is just equal to the quantity demanded. 
That is, the market price settled through the interaction of the 
forces of demand and supply for the time being is Rs. 3 per 
mauncl. That at no other point there is any equilibrium of 
demand and supply at that particular moment proves the non- 
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existence of anj/ other price; It is not necessary that all ex- 
change transactions that take place on that particular day in the 
marker, arc effected at this particular price. It is possible that 
some eager buyers might have purchased at a higher price while 
some eager sellers might have sold at a lower price than the 
market price but eventually, through the competition of buyers 
and sellers, the price is so adjusted that the quantity demanded 
equals the quantity offered at that price. 

Thus, it has been truly observed that the 'market price is 
the price ruling in the market at any moment, and represents 
an equilibrium between demand and supply.’ It varies from 
day to day and in some cases from hour to hour according to 
the changes in demand for and supply of a commodity. Market 
price is a very short period phenomenon, and as the supply is 
more or less fixed on a particular day and cannot increase or 
decrease in response to a rise or fall in demand, it is determined 
solely with reference to the demand or marginal utility of the 
buyers for the commodity. If demand rises, prices also rise; 
while if demand falls, the prices also fall. In the case of 
perishable commodities, the influence of demand in the deter- 
mination of market prices is most prominent. The supply plays 
a passive part in the determination of market prices. 

Norma! Price 

In our discussion of the market price, it was pointed out 
that it is determined solely with reference to demand and has no 
direct relation to the expenses of production. Market price is 
governed by the temporary relations of demand for and supply 
of a commodity at any given time. Normal price, on the con- 
trary, refers to the price during some period of time — a short or 
a long period — ^which covers the expenses of production of the 
marginal supply of the aggregate production during that parti- 
cular period. By expenses of production is meant the sums of 
money paid for the 'efforts and . sacrifices’ that are necessary to 
the production of a commodity, that is, for meeting the expenses 
of raw materials, depreciation of fixed capital, interest and in- 
surance on ail capital, wages of all kinds of labour, and earnings 
of management. The normal supply price in any period, under 
free competition, must cover, the expenses of production of the 
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marginal firm whose supply on the market is necessary to make 
it equal to the quantity demanded. But in our dynamic society 
in which every factor — demand, supply, population, standard of 
living, methods of production, etc., — ^is ever changing, there is 
hardly realized a perfect equilibrium between the conditions of 
supply and demand, and hence, the normal price is reached only 
temporarily. If the economic conditions are static, that is, if 
demand is not disturbed by the changes in fashions, tastes and 
incomes of buyers, and if the marginal expenses of production or 
the supply are not being a&cted by such factors as new inven- 
tions and improvements in the methods of production, fresh 
accumulation of capital, improved means of transport and com- 
munication, etc., then the normal price tends to equal the 
marginal expenses of produckon. If the price is above the 
normal costs of the agents of production employed in produc- 
ing a commodity, more producers will enter into competition 
putting forth an excessive supply on the market relatively to the 
demand thus, dragging the price downwards to the normal price. 
Conversely, if the price falls below the expenses of production 
the supply will be shortened, and the price will rise again. Nor- 
mal price of a commodity is the pivot around which its market 
price oscillates. 

The distinction drawn formerly between the market price 
as corresponding to the “short period” and the normal price as 
referring to the “long period” is no longer accepted as a scientific 
conclusion. In fact, normal supply price exists both in the 
short and long period markets, and variations in normal prices 
take place in the long run, in accordance v/ith the law's of pro- 
ductivity. Marshall states: “The normal or natural value of a 
commodity is that which the economic forces tend to bring about 
Vii the long run. It is the value which the economic forces would 
bring about if the general conditions of life v/ere stationary for 
a run of time long enough to enable them all to v/ork out their 
effect.”. ■ 

Short and Long Periods . ■ . 

The terms short and long periods are very elastic, and 
are used in relation to the -.commodity; under coiisideratiGn. 
'What may be regarded as a short period for one commodity 
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may be taken as a long period for another commodity. A short 
period is that period in which no sufficient time is available to 
increase or decrease the factors of . production in response to a 
rise or fall in demand. For example, the supply in a short period 
in response to a rise in demand cannot be increased with the 
existing factors of production so as to meet the demand fully. 
In short period the supply will be adjusted by bringing into 
use the obsolete and discarded machinery, and by working more 
intensively on the existing plant with unskilled labour with the 
result that the cost per unit will rise. But the short period 
normal price has a marked tendency to equal the expenses of 
production under abnormal conditions. 

A long period, however, denotes a sufficient time in which 
the factors of production can be increased or decreased in res- 
ponse to a rise or fall in demand. In the long period the price 
of a commodity is influenced not by the expenses of production 
determined by the existing appliances of production, but by the 
expenses of producing specialized skill and ability, suitable 
machinery and other material capital- required for producing 
■the commodity. In long periods the economic forces of demand 
and supply get sufficient time and opportunity to adjust them- 
selves more thoroughly. 

iTlie Short Period Price 

The short period normal price refers to the price which 
covers the cost of the marginal supply during the short period. 
As the existing factors of production cannot be varied and fully 
adjusted due to the changes in demand and price during a 
short period, demand tends to exert a greater influence on the 
detenniiiation of the price of a commodity while supply plays 
no more than an indirect part in die determination of price. 

If the demand for a commodity increases leading to a rise 
in. price, producers, in order to take advantage of the high price, 
will increase its supply to some extent by manipulating the 
existing factors of production, but as the increased supply is 
obtained at a higher cost per unit due to the abnormal conditions 
■of production, the normal supply price will tend to increase than 
before the rise in demand took place. Other thi.Dgs being equal, 
an increased demand increases the supply in the market and 
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raises the normal supply price in the short period. 

On the other hand, if the demand for a commodity dimi- 
nishes dturing the short period, the supply will have to be cur- 
tailed by keeping a portion of the factors of production idle 
but -without transferring the existing surplus factors of produc- 
tion to other more profitable productive enterprises. Moreover, 
it takes also some time to reduce the scale of production. Prices 
will tend to fall because the existing factors of production can- 
not be given a full employment and supply cannot be adjusted 
to the new conditions of demand in a short period. Hence, it 
may be concluded that a decrease in the quantity demanded 
leads to a fall in the price during the short period. The extent 
of the fail in the price depends on the nature of the commodity. 
If the article is of a perishable nature the fall in the price may 
be very rapid while if the article is storable the fall may be 
only a slight one. Although the influence of demand in the 
determination of the short period normal prices is very domi- 
nant, yet the influence of supply is no less prominent for the 
producers tend to adjust their supply to the demand as best as 
they can with the available appliances of production. 

The Long Period Price 

During long periods in which the factors of production can 
be increased or decreased in response to an increase or a decrease 
in demand, the normal price tends to equal the expenses of pro- 
duction of the marginal supply. Normal price in the long periods 
is the result of more stable conditions and permanent causes, as 
the adjustment of supply to the changed conditions of demand 
can be effected much more completely and efficiently. The rise 
or fall of normal prices djiring long periods depends upon the 
changed conditions of supply and the laws of productivity. 

If a commodity is poduced under conditions of increasing 
costs (or, diminishing returns) , the cost per unit of supply 
increases. The long period normal price will rise with an in- 
crease in demand and fall with a decrease in demand. "Wlien 
the demand rises (represented by the D"D" curve) from OQ 
to OS the normal price rises from PQ to RS, Again, when the 
demand falls (represented by the D'D' curve) , a diminished 
amount of supply will be obtained at a less cost per unit, and 
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tbe normal price will fall' from'"PQ to LB, wMcL: is smaller 
than, the old price.. 



Normal price under increasing costs 

If the production of the commodity is subject to the Law 
of Constant Costs (or, constant returns) an increase or decrease 
in the supply will not affect the price, as each successive unit 



Normal price under constant costs 

can be had at the same cost. In case there be a rise or fall in 
demand the price will he R$ and LB respectively which is equal 
to the old price PQ, 

Let us now examine the normal price of a commodity sub- 
ject to the Law of Decreasing Costs (or, increasing returns) . As 
the quantity demanded increases, increased supply can be ob- 
tained at a less cost per unit of production through economies 
accruing from large scale production, suitable business organi- 
sation, and better industrial management. Idence, a rise in tlic 
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dcmand for a commodity, subject to decreasing costs, leads to a 
fall in price during long periods. The normal price will be 



Normal price under decreasing costs 


determined by the marginal firm whose output is required to 
meet the supply. 'While if the demand falls, the price rises as 
the smaller quantity of production is obtained by the producers 
at a higher cost per unit. D'^D" curve represents an increase 
in demand and the normal price RS is lower than the normal 
equilibrium price PQ. D'D' represents a fall in demand, and 
LrB measures the normal price in the long period which is higher 
than the normal equilibrium price PQ. 

We may now summarize the influence of an increase or 
decrease in deniand during short or long periods when the com- 
modity obeys either diminishing returns, or constant returns, 
or increasing returns. 


Nature of demand 

Short period 

Long period 


ID. R. C. R. LR. 

D. R. C. R. L R. 

Increase in demand 

Kigh I'ligli High 

High Constant Low 

Decrease in demand 

Low Low Low 

Low Constant High 


Prof. Marshall sums up the theory of value in the following 
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Statement; "yls a general rule, the shorter the period which we 
are considering, the greater must be the share of our attention 
which is given to the injUuence of demand on value; and the 
longer the peiiod, the more important will be the influence of 
cost of production on value. For the influence of changes in 
cost Ox production takes as a rule a longer time to work itself 
out than does the influence of changes in demand.” 

SPECULATION 

These are the days of speculation and in the settlement and 
fixing of market prices speculation is a necessary factor. It is 
that form of business enterprise which induces people to buy 
and sell in future in the expectation of a rise and fall in the 
prices of many important commodities. It is merely a dealing 
in differences. Many clever businessmen who have made spe- 
culation their main business are able to forecast with consider- 
able degree of accuracy all the changes in the future prices of 
commodities, and thus regulate their purchases and sales with a 
view to earn sufficient profits. Many ill-informed amateurs 
also speculate without possessing the necessary knowledge and 
foresight about the future movement of prices and bring about 
their early ruin. The present war has introduced a great deal 
of healthy and unhealthy speculation and has brought about the 
ruin of numberless amateurs and businessmen. 

The real object of speculation is to bring about the equili- 
brium of demand and supply in the market and to stabilise 
the prices of many staple commodities. The healthy specula- 
tion helps to adjust present demand and supply to all tlie anii- 
cipated changes in those things and thus prevents large fluctua- 
tions in prices. Consumers and producers all gain by stable 
prices and adjust their demand according to the anticipated 
changes. Unhealthy form of speculation injures the interest of 
society by creating wild fluctuations in prices. It introduces 
the gambling spirit and affects all classes of persons very 
adversely. All attempts of the various Governments to check 
the evil have nearly failed. Unless some international agreement 
to limit the scope of speculation is brought into existence, no 
country can get rid of unhealthy speculation. 


CHAPTER XIX 


MONEY 

The Evolution of Money 

Tlie obvious difficulties and inconveniences involved in 
the barter system of exchange namely, the want of coincidence, 
the want of a measure of value and the want of means of sub- 
division, became manifest even in the most primitive economy, 
and at an early stage of civilisation the community, in order to 
obviate all those difficulties, was forced upon to select by an 
express or tacit consent a commodity to serve as a basis for 
the measurement of values of various articles. In a community, 
where wants of the people are limited, division of labour is 
conspicuous by its absence, and everybody produces with a view 
to satisfy his personal wants, the use of money does not arise. 
However, with the development of trade, commerce and in- 
dustry, money came into use on a wider and larger scale. The 
selection of a third commodity, serving as a medium in every 
exchange and accepted freely by each person in the belief that 
what he accepts in exchange will also be accepted by other 
persons, dispenses with the difficulties which one has to encounter 
in bringing about the double coincidence of wants in barter. 
And it is this commodity, acting as a medium of exchange in 
payment for goods and services in a community, which is usually 
known as 'money.’ Any commodity, may be called 'money,’ 
provided it is made to serve the functions of a common medium 
of exchange. Suppose by a common . understanding wheat is 
selected as the common medium of exchange in a particular 
community. Under such circumstance, it signifies that wheat is 
no longer required for appeasing hunger alone but it becomes, 
as 'Walker aptly remarks, 'anJntermediate thing in the commerce 
between producers and the consumers of any and of every 
article.’ Ihe general acceptability of wheat begins to facilitate 
exchange transactions to the great progress of the society at 
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large. Tlie cultivator who has a surplus bullock to sell and 
wants in its stead cloth need not fritter away his energies in 
finding- out -che cloth dealer who requires his bullock and. is ready 
to part -with cloth in exchange, as he would have been obliged 
to do so under a barter economy, but he directly sells his bullock 
in the market in exchange for wheat by which he can purchase 
any other commodity he stands in need of. Thus, wheat be- 
comes the general medium of exchange and in such a community 
wheat may be called money because the owner of wheat can 
realize its value in terms of other commodities which he wants 
for his satisfaction at any time. 

Therefore, general acceptability determined the use of a 
commodity as money in a community. That one thing which 
was considered to be suitable, convenient and valuable at a parti- 
cular time was adopted as a medium of exchange or money. At 
different stages of the economic development, different commo- 
dities either of a familiar use, or of an ornamental character have 
been used as money, e.g., skins and furs in the hunting stage, 
cattle in the pastoral stage, food-grains in the agricultural 
stage, and metals in the advanced economic stage. Articles of 
personal adornment like the wampum beads also served as a 
medium of exchange among Red Indians at the time when early 
colonists migrated to America. Tobacco leaf, packages of tea, 
dried coloured calico, cacao, cowrie-shells, etc., have been used 
as instruments of exchange in different stages and places in 
conformity with the mode of economic life maintained by their 
inhabitants. However, as society made progress in the sphere 
of trade, commerce and industry, these primitive forms of 
money proved inconvenient and were discarded for one reason 
or anothcj: — some were bulky and indivisible, whilst others 
proved perishable and unsuitable for storing value. In course 
of time precious metals notably gold and silver due to their 
better qualities came to be regarded as the most efficacious media 
of exchange and, in fact, in all the civilized communities of the 
world these money metals have been accepted as money. 

Cliaracteristics of a Good -Commodity Money 

Many forms of commodities used as money at one time or 
another were discarded because they were found wanting in 
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certain essential characteristics which ought to be possessed by 
a money-commodity. In order that a commodity may effec- 
tively be used as money, it must possess the following cliaracter- 
istics.' ' , 

L Utility, A commodity must possess utility and value 
in exchange independent of its money use, so that it may have 
general acceptability. Gold and silver satisfy this condition, for 
apart from their monetary use, they are universally prized owing 
to their usefulness and relative scarcity. In some respects it is 
the most fundamental attribute of a money-commodity. 

2. Portability. In order that money may facilitate ex- 
change transactions, a money-commodity must be such as may 
be carried from one place to another easily and cheaply. In 
other words, it must have great value in small bulk. Gold and 
silver can be transported from one place to the other corner 
of the world at a very low cost in relation to their value. 

3. Durability, The commodity should not only be dur- 
able but storable as well in order that it may eifectivcly serve 
as a means of transference of value from one place to another 
and from time to time. If it is perishable and loses its quality 
or size through circulation or hoarding, it cannot serve as a 
common means of exchange. Gold and silver in their pure form 
do not last for a long time, but when mixed with alloy they 
imbibe the essential attribute of durability or indestructibility, 

4. Cogmsability, The commodity selected as the money- 
material must be capable of being quickly and easily recognised 
so that the chances of defraud or counterfeiting may be reduced 
to a minimum. Easy and quick cognisahility forms an essential, 
attribute of a sound monetary system. 

5. Plomogcneity. This quality implies that the physical 
divisions of the money-metal must be consistent and uniform 
throughout. Sheep, horses, skins or furs lack homogeneity as 
they cannot be divided into separate parts in such a way that 
each part possesses a uniform value. Gold and silver have a 
homogeneous composition, hence they are suitable for the pur- 
poses of money. 

6. Divisibility. There are many articles which lose their 
value if tl: y are divided into different parts. But gold and 
silver are. d ’d of such a constitution that they do not lose 
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their vakic on division into any number of parts and tlielr 
clifFcrent parts can be re-united without losing tricir original 
value. Precious stones lose their value when they are broken 
into separate parts and this is why they cannot serve as 
money. 

7. Malleability. A commodity serving as monc^;^ must be 
rxialieable and ductile, i.e., it must be capable of being melted 
clown, beaten and drawn out into desirable and convenient 
shapes, and imprinted with suitable designs. Gold and silver 
satisfy this condition in a high degree. 

8. Stability of value. The commodity must possess a 
stable value if it is to serve as money, for any rapid rise or fall 
in its value will bring about a corresponding change in the 
values of other commodities. Recurring fluctuations in the 
value of money prove invariably injurious to some groups of 
persons in a community, and a source of hindrance in the way 
of commercial and industrial progress. Therefore, in the interests 
of a sound monetary system the value of money-commodity 
should show variations from time to time or from place to place 
as little as possible. That is to say, the purchasing power of 
money should remain fairly stable though perfect stability is 
an impossibility. Among the metals, gold and silver, specially 
the former one has shown greater stability and steadiness in 
value because of the comparatively small annual supply, the 
existence of a large stock and a universal demand for it. 

As all the above-mentioned characteristics are found in 
gold and silver to the highest degree possible, they have been 
universally accepted as money-metals to discharge the functions 
of money, 

iFtinctloiiS of Money ' . ■ 

From the inconveniences of barter, it is not diihcult 
to form an idea of the functions of an intermediate commodity, 
commonly called money. Money, it must be understood, is not 
valued for its own sake but because its owner can claim on the 
goods and services of others in the community to the extent of 
his possession. Money, or different forms of it, today has come 
to serve as noted below: — 

"'Money is a matter of functions four, 
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A medium, a measure, a standard and a store.” 

1. Mrdmm of exchange. Easily it is tlie most important 
function of money as it removes all the unsatisfactory conditions 
involved in barter and brings about transference of goods and 
services with utmost convenience, rapidity and economy. It 
is in terms of money ttnits that the values of other commodities 
are expressed. It has been truly observed that the present 
complex economic structure founded upon division of labour 
could not have achieved modern heights in the absence of effi- 
cient services of the labour-saving device of money. It is a 
general circulating medium of exchange and is accepted freely 
by everybody because every one, accepting it in exchange of 
his goods and services, is fully confident of getting, thereby, the 
desired commodities he wants to consume at any time. 

2. MeastLre of value. As every commodity is exchanged 
in terms of money, it becomes automatically a basis for the 
measurement and comparison of values of all goods and services 
exchanged in terms of a common medium. Instead o£ saying 
that a certain person’s wealth consists of so many different kinds 
of goods and services, his wealth is now measured in terms of 
money. The expression of value of an article in terms of other 
articles is made possible by the intervention of money, c.g., if 
ten seers of wheat are exchanged for one rupee and five seers of 
rice are also worth one rupee/then the ratio of exchange between 
wheat and rice is easily determined. 

3. Standard of deferred payments. In a community 
loans are contracted for a variety of purposes and the repay- 
ment is generally made at a future date. If at the time of 
repayment, the purchasing power o£ money differs considerably 
from that possessed by it at the time of advancing the loan, 
then some injustice would be done to either of the party con- 
cerned in the contract. In the selection of money- commodity, 
therefore, it is very necessary that its value should show the 
least variations though absolute stability in the value of money 
is not possible. But as all debts are incurred or repaid in money, 
it incidentally comes to serve as a standard of deferred payments. 

4. Store of value. Money can be stored much more con- 
veniently and safely than many other kinds of goods. Firstly, 
the storing of money does not require any large space nor does 
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it suffer any change if kept for any length of time. Morco'vcr, 
as money commands a universal acceptability and as its value 
fluctuates within very narrow margins, it can be converted 
by the holder, at any given time, into different forms of wcaltli 
for the satisfaction of one’s . wants. Formerly, money was 
hoarded but it is now generally deposited in banks, etc. From, 
this point of view as well, it is necessary that the value of 
money should not be subject to heavy fiuctuat,ions, otherwise it 
will fail to act as a store of value. 

Definition of Money ■ , 

like other terms in Economics, the term 'money’ is also 
defined, in a variety of ways. In view of the conflicting opinions 
expressed by different writers as to the nature and services of 
money, it seems somewhat difficult to frame a suitable definition 
of money. 

Some writer have defined it in a very narrow sense while 
others have interpreted it in a much wider sense. In the former 
case, they understand by money as metallic money which has 
got an intrinsic value apart from its money used and exclude all 
paper money because it is devoid of any intrinsic value. In the 
latter case, they include all media of exchange — metallic money, 
paper money, cheques, bills of exchange, bank drafts a,!id other 
negotiable securities. " But this definition is too inclusive because 
it includes even those media of exchange which lack the quality 
of general acceptability and which are mostly acceptable in pay- 
ment of goods or in discharge of debts among those parties 
v/hich enjoy the confidence of each other, e.g., cheques and bills 
of exchange. Certainly, the important function of money is to 
act as a medium of exchange but it does not necessarily^ follow 
from it that all media of exchange are money. 

But tlie more moderate and common opinion implies by 
money as all media of exchange which arc ge.nerally acceptable 
in full payment of goods or in discharge of debts, and which 
pass freely from hand to hand as media of exchange. Prof. 
Kinky restricts the term money to that part of the .medium 
of exchange which pas.ses freely in exchange and settlement of 
debts, without making the discharge of obligations c.ontinge.nt 
on the action of a third party or on the action of the payer by 
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promising redemption if the money article docs not pass. 

The term money has to be distinguished from, the term 
ojrrency. The latter implies only those kinds of money w.bicli 
are issued by the State and which are used and accepted as a 
means of exchange only because their circulation is enforced 
by a legal authority. Thus, the currency system of a country is 
composed of all the different kinds of coins and papers with their 
relative values fixed by legal enactments. The Indian currency 
system is composed of metallic rupees, Government notes of 
various denominations, eight, four, two and one amia coins, and 
pice, half-pice and pie (one-third of a pice). They are accepted 
by people in discharge of obligations because they know that 
others will also accept them in payment without any hitch. 

Coinage 

Prof, Kinley has defined coinage as the 'stamping of a piece 
of metal for use as money so as to make known its denomination 
and value directly, or by indicating its weight and fineness.’ 
The manufacture of coins is done exclusively by the State which 
guarantees the weight and fineness of the coin issued from its 
mint and the designs stamped upon its surface enable people 
to realise its value. 

In the earlier stages, gold and silver came to be used as 
rough ingots which had to be 'weighed and assayed* each time 
an exchange was effected. This double process of weighing 
and testing the purity of the metal resulted in a great incon- 
venience a.nd an unnecessary delay of exchange. Slowly, the 
rough ingots, after undergoing many evolutionary changes, came 
to be replaced by pieces of metal being impressed on one or 
both t.he sides with some official stamp or seal as indicating the 
weight and fineness of the metal. But due to die maljiracticcs 
of 'forgers and clippers or cutters of coins’ the uniformity of 
coins was Kpo.iled as a result of which exchangers were again 
deceived and put to a lot of difficulty in examining their bulk 
and purity. Eventually, in every civilised State the Government 
took the exclusive responsibility of manufacturing coins and 
there arc sonic positive advantages in kcep.ing the coinage an 
exclusive .monopoly of the State. The art of coinage has reached 
to such a stage of perfection that there are very few possibilities 
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left for clipping or abrasion. The process of milling tbe edges 
lias clieckec! any tampering witb. the coin and that of putting 
a rim around a coin somewhat above the surface of the rnetal 
has imparted the desired durability. The Government issues 
coins from its mint with its own mark guaranteeing and certi- 
fying weight and fineness, value and denomination of the coin 
v/hlch is accepted by its people without any doubt in discharge 
of their claims. 

Tree and Limited Coinage . 

Although it has become one of the most important and 
responsible functions of the State to manufacture coins, yet the 
arrangements under which coinage is done differ from country 
to country according to conditions determined by its economic 
possibilities and historical traditions. A country may have either 
free coinage or limited coinage. If in a country mints are 
‘open’ to public, that is, if people are allowed full freedom to 
get any quantity of their gold or silver bullion converted into 
the coins of the country, coinage is said to be free. On the 
other hand, if mints are ‘closed’ to tbe public, that is, if private 
persons are not allowed to get their bullion converted into 
coins and the Government on its own authority buys bullion, 
converts it into coins and issues them for exchange purposes, 
coinage is said to be limited. Since the closing of the Indian 
mints to the public in 1893, due to a heavy fall in the value of 
silver, India has remained under a limited coinage system 
iiptil now. 

From the term ‘free coinage,’ it must not be necessarily 
understood that gold or silver bullion presented to the Govern- 
ment mint by the public is converted into coins free of any cost. 
As a matter of fact, the Government may or may not levy 
charges for the cost of minting, the distinguishing criterion of 
free coinage being the unrestricted liberty to the public in 
matters of coinage of the standard money of the country. 
Under the system of free coinage we may have: — 

{a) Gratuitous coinage, when no fee is levied by the Gov- 
ernment for converting precious metals into standard money 
or coins. 

{b) Brassage, when the charges levied by the Government 
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I I are just equal to the cost of minting a coin. This system of 

free coinage is also known as mintage. 

(c) Seigniorage^ when the Government levies an extra 
charge over and above the cost of minting a coin and makes 
a profit out of the coinage. A seigniorage charge may be levied 
I in two ways: (i) a certain proportion of the precious metal is 

I taken out and the deduction is made good by substituting alloys, 

(w) 'the coin may contain the full weight of precious metal, 
but a direct charge for the convenience of minting may be 
exacted from the person leaving the bullion for coinage." The 
Government realises seigniorage on every token coin issued 
under its authority and it decreases or increases with a rise or 
fall in the price of money-material. There is a heavy seignior- 
age on the Indian rupee. 

Cljissificatlofi of Money 

In the preceding pages, we have had an opportunity to 
point out that the currency system of a country is constituted 
of a variety of coins of different values. The metallic coins and 
paper notes of different values or denominations are manipulated 
in such a way as to meet the monetary requirements of the 

t different groups of people inhabiting a country and to suit the 

varying scales of payment made in the course of a transaction. 
The rich and the poor live and work together in a society, 
The poor generally make smaller transactions and in order to 
suit their scales of payment, coins of low denominations are 
necessary in a good monetary system; whilst for the rich coins 
of higher denominations are required in conformity with the 
nature of transactions and payments they are obliged to make. 

There are various kinds of money which may be classified 
as Standard Money, Token Money and Credit Money. 

1. Standard Money, The stardard money or coin is that 
money to which the values of, all other kinds of money are 
! adjusted and of which the value in exchange is determined 

solely with reference to the value of the metal it is made of. 
In other words, the standard coin is a full-bodied coin, the face 
value of which equals its intrinsic value. Standard money is 
generally subject to free coinage and it is always declared an 
imiimited legal tender, that is, it can be paid by the debtor to 
24 
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his creditor in discharge of obligations in an lunlimited amount. 

2. Token Money. The token money or coin is that money 
tlic face value of which is put higher by a legal order than the 
value of the metal contained in it. Its value bears a fixed 
ratio to the standard coin irrespective of variations in the latter’s 
niarket value. Unlike standard coins, the token coins arc not 
subject to free coinage and by restricting the manufacture and 
supply of token coins, the Government maintains their circula- 
tion at their face value. They are generally made of baser 
metals than the standard coin and are issued to the public for 
facilitating smaller transactions of comparatively low value. The 
right of coinage rests solely in the hands of the Government 
and a considerable profir is made by the treasury by manufac- 
turing such coins but it seldom issues them in excess of the 
economic requirements of the country. Finally, token coins 
are limited legal tender, i.e., they can be paid by debtors in dis- 
charge of debts only to a limited extent. For example, token 
coins in England are limited legal tender for forty shillings. In 
India the four anna, two anna and one anna pieces are declared 
legal tender up to the amount of ten rupees, that is, a creditor 
has the right to refuse the acceptance, if he is paid in these token 
coins in excess of ten rupees. 

In the Indian monetary system, the rupee occupies a peculiar 
rather an anomalous status. It is a token coin inasmuch as it has 
a limited coinage and its face value has been put much higher 
than the value of the metal it contains. But it has got the 
characteristics of a standard money when wc consider that it 
is an unlimited legal tender and the values of all other corn-. 
modities, contracts and taxes are determined in terms of rupees. 
The Indian rupee is neither a standard coin nor a token coin 
but it imbibes some of the characteristics of both of them. 
Generally token coins are limited legal tender but it is a diarac- 
tcristic exception in the case of the Indian rupee. 

3. Credit Money. Credit money is of two classes — (/') 
which is legal tender, and (H) which is not legal tender. 

(z) Legal tender credit money is also known as paper 
money wnicii by itself possesses no value but circulates vrithin the 
political jurisdiction of a country because people have confidence 
or trust in their Govermnent. Paper money is generally issued 
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by the Government, and it is accepted freely by the people, in 
the belief, that the issuing authority will redeem it into the 
■standard money of the country when presented to it for con- 
version. Paper money is usually unlimited legal tender and is 
accepted by all in payment of their obligations. 

(//■) Credit money which is not legal tender money may 
also take the form of promissory notes of private individuals 
and corporations, cheques, drafts, bills of exchange which cir- 
culate as money, affecting exchanges within a limited area be- 
cause in their acceptability the receiver must have a full know- 
ledge about the credit of the issuer. They are often called 
'qualified or optional money’ for they arc counted as money so 
long as they are freely accepted in discharge of obligations. They 
are not legal tender and anybody cannot be compelled to receive 
them in payment of goods or in discharge of other obligations. 

Systems of Currency 

Currency systems may broadly be classified into two divi- 
sions — ^metallic currency and paper currency. In every country, 
the currency system is devised by its Government in such a 
manner as to be in thorough consonance with the economic and 
industrial progress attained by that country. Countries which 
are highly developed from the economic, commercial and in- 
dustrial standpoints, have evolved a very complex, expensive 
and heterogeneous type of currejicy. In comparatively poor 
countries, where trade is little developed and industrial activities 
are very few, the currency system is very simple. A good 
system of currendy is that in which the purchasing power 
of money remains fairly stable over long periods and vdilch 
inspires confidence in the public, encourages savings and the 
formation of capital, increases the quantitative production of 
v/eaith, stimulates trade and commerce and brings material 
welfare to the country. 

The metallic currency may broadly be divided into two 
categories ' 

1. Monometallism, or the single metallic standard. 

2. Bimetallism, or the double standard. 

Let us examine briefly the special characteristics of 
each system. 
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Monoinetallisin ^ 

A currency system in which only one metal is coined to 
function as principal or standard money and it is dccJareci un- 
limited legal tender is called monometallism, and the country is 
said to be a monometallist country. Monometnllism ma’y he of 
cither gold or silver. If gold is adopted as the basis of currency, 
that is, if all values are measured in terms of gold, and gold 
coins serve as standard money, then the system is known as the 
Gold Standard. While if silver forms the basis of the standard 
of value, then the system is called the Silver Standard. Mono- 
metallism has come to mean gold standard for all practical pur- 
poses because, till recently, the currencies of all the important 
countries of the world were on a full gold basis. Gold Standard 
implies free coinage, free circulation of gold coins as unlimited 
legal tender, and an unrestricted export and import of gold. 
If these conditions are not fulfilled by the currency system of 
a country, then it no longer claims to be on the gold basis. But 
under monometallism, it is not necessary that the coins of only 
one metal should remain in circulation. Paper currency notes, 
token coins, cheques, etc., also circulate and serve as media of 
exchange but all values including the values of all subsidiary 
coins, are determined in relation to the standard coin. Cur- 
rency notes arc accepted generally in all amounts in payment 
of all debts and obligations as they arc convertible on presenta- 
tion at any time into standard coins. Token coins also circulate 
as media of exchange for smaller transaction and payments but 
their coinage is limited and they are declared by law as legal 
tender for fixed amounts. Under monomctalism or the single 
legal tender system, the mint is open only for tlic coinage of 
standard coins; the mint value of the coin and the market value 
of the metal are the same. 

.■Bimetallism 

A currency system in which two metals, usually gold and 
silver, are used as standards of value, and both are subject to 
free coinage and declared unlimited legal tender to discharge 
obligations, is known as bimetallism. Under bimetallism or 
multiple legal tender system, the manufacture of both gold and 
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silver coins is done gratuitously or at a very nominal cliarge by 
the Government, and a fixed ratio of exchange between them 
is determined legally. Thus, free coinage, full legal tender and 
a fixed ratio between the two coins are the three essentials of 
bimetallism.. , ' ' , ' ' 

The advocates of the bimetallic system believed that by 
using both, gold and silver as standards of value, there will be 
less disturbances in the value of money and the general level 
of prices than under a monometallic system of currency. But 
it is extremely diificult to maintain the legal ratio similar to 
that of the market ratio of the two metals as bullion. As a 
matter of fact, the chief defect of bimetallism lies in the absence 
of any machinery which can bring about a coincidence for 
comparatively longer periods between the legal ratio fixed by 
the State and the market ratio of the two metals as bullion. In 
view of the variations from time to time in the values of bullion 
in the market, one metal or the other becomes overvalued or 
undervalued, as a result of which the cheaper metal in the 
market drives away the other metal from the currency. The 
bimetallic system of cuiTency was adopted in 18d5 by the Latin 
Union consisting of France, Belgium, Italy and Switzerland. 
But owing to its unworkability in practice it was discarded in 
favour of gold monometallism and by 1890 nearly all the 
countries of the world except America adopted single standard 
as the basis of their currency. 

Paper Mosiey 

In modern times, side by side with the metallic money, we 
notice an extensive circulation of paper money serving the func- 
tions of a medium of exchange. In highly progressive nations 
of the world, paper money on account of its simplicity, conve- 
nience and economy is used for making exchanges and dis- 
charging obligations on a very considerable scale, thereby 
displacing standard money to the great relief of the community 
as a whole. 

Paper money consists of the currency notes issued either 
by the Government of the country, or by a central bank under 
the strict control of the Government, In India, currenc}'' notes 
are issued by the Government of India but this function will 
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now be taken over by the newly constituted Reserve Bank o£ 
India. In England, paper money is issued by the Bank of Eng- 
land. In fact, currency notes are like token coins printed on 
paper but as they are usually declared legal tender for all 
amounts and backed by the promise of the issuing authorit}^ to 
convert them into rupees on presentation at any office of issue, 
they are generally accepted in satisfaction of all debts and 
obligations. As paper money has conferred some distinct ad- 
vantages on the community using it, its circulation, has found 
favour with all the progressive countries of the world. Paper 
money is broadly classified into two kinds, viz., (1) Convertible 
f>aper money, and (2) Inconvertible paper money. 

1. Convertible paper money. Convertible paper money, 
as its name suggests, consists of paper notes which carry a pro- 
mise of the issuing authority for conversion into cash on pre- 
sentment by the holder. People generally accept such notes in 
satisfaction of debts and obligations in the belief that the issuers 
by virtue of their promise are bound to redeem them into specie 
(or, metallic coins) on demand. So long as the convertibility 
or the redeemability of paper notes into standard money is 
ensured, people will have no objection in their acceptability. In 
order to inspire confidence among the people, it becomes neces- 
sary on the part of the issuing authority to keep a certain 
amount of gold and silver (or, metallic coins) in reserve as a 
guarantee of the convertibility of notes issued to the public. 
But as all the notes issued arc .not likely to be jirescntcd for 
encashment at the same time, the reserve need .not be equal 
to the face value of the notes in circulation. The proportion 
of metallic money to be kept in reserve against the amount of 
notes issued for ensuring convertibility differs from country to 
country according to the requirements of the people and the 
stage of economic development attained by that country. Con- 
vertible notes are, therefore, usually classified into covered and 
'fudkiary. That amount of note circulation which k fully 
backed by metallic reserve is called covered, and that for wlsich 
there is no reserve and which is issued against securities is called 
fudiciary or uncovered. 

I he Indian paper currency is wholly convertible into silver 
rupees which are themselves token coins printed, on silver. Notes 
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of the denominations of Rs. 5, 10, 50, 100, 500, 1,000 and 
10,000 are found circulating in India. Currency notes of R,s. 5, 
10, 50 and 100 are called 'Universal notes’ as they are legal 
tender in all parts of India and can be encashed at any office 
of issue while notes of the values of Rs. 500, 1,000 and 
10,000 are legally convertible into coins in their own 'circle 
of issue.’ India is divided into seven 'circles of issue’ namely 
Calcutta, Cawnpore, Lahore, Karachi, Bombay, Madras and 
Rangoon. 

2. Inconvertible paper money. Inconvertible paper 
money consists of paper notes for which specie cannot be ob- 
tained on demand. Inconvertible notes are always issued by 
the Government; they are declared legal tender whereby people 
are enforced to accept them in satisfaction of their debts and 
obligations. If the issue of inconvertible notes is strictly re- 
gulated according to the business and industrial requirements 
of the community, so that they may not fall in value owing to 
their superfluity, there is no reason why they should not func- 
tion as medium of exchange as suitably as the convertible notes 
or the metallic coins. But the temptation of issuing increasing 
quantities of such notes, irrespective of the business needs of 
the community, leads to a depreciation of the inconvertible paper 
money. The accompanying effects of such an unwise step 
prove very harmful to the country as a whole. Inconvertible 
paper is of two kinds. A paper may be declared inconvertible 
from the time of its issue. Such a type of inconvertible 
paper was issued by almost every country on the Continent 
during the War when there was a general scarcity of gold. 
Secondly, a paper may have been issued with the intention and 
purpose of redeeming it, but later on, it may have lost its redeem- 
ability on account of the insolvency of the issuers. The Bank 
of England notes v/hich were formerly convertible into specie, 
vyere declared inconvertible due to the financial stringency 
in' ,1931. '■ V' ' . ■ 

Merits and Defects of Paper Money 

The chief merit of paper money lies in the fact that to 
the extent of its circulation in a country it makes metallic 
money available for use in other productive channels. A good 
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amoimt of labotxr and capital is employed in tlie production 
of gold and silver, and if their use as money is dispensed with, 
it is sure that so much amount of saved labour and capital 
will be employed in the production of more necessary goodso 
Secoiidly, tlie cost of minting metallic coins, the loss by w'car 
and t:ear of precious metals can he saved when paper money 
functions as a medium of exchange. Again, during peiiods of 
financial stringency a Government which cannot raise loans, 
inside or outside the country, without paying high rates of 
interest can issue more paper money thus, obviating the necessity 
of incurring loans. Finally, it is more convenient and less ex- 
pensive than metallic money for making large payments in 
distant places. 

Paper money is, however, subject to the following defects. 
The value of paper money is very precarious as its value, unlike 
metallic money, depends solely on the legal authority of the 
Government. If it is demonetized by law, the holder cannot 
get anything in its exchange as it possesses no intrinsic value. 
Secondly, the value of paper money is not so stable as that of 
metallic money. The Government under the pressure of 
fiscal needs may issue large quantities of paper money even 
though they might be in excess of the community’s demand. 
The over-issue of notes depreciate their value, leads to a rise in 
prices and speculation in business. Lastly, the area of circula- 
tion is very much restricted in the case of paper money. 

Gresham’s Law 

All legal tender money, whether metallic or paper, is meant 
to serve as a medium of exchange and is thus, generally 
acceptable to people in satisfaction of their debts and obligations. 
Although coins of the same metal having same weight and fine- 
ness are issued by the Government mint, yet in course of time 
many of them lose weight due to wear and tear or become 
debased owing to the fraudulent practices of wicked people. 
The worn out coins are found circulating side by side with the 
fresh and full-weight coins having the same nominal value. But 
it is usually seen that when two legal coins of the same nominal 
value arc in circulation, the inferior coin drives superior coin 
out of circulation. In economic science, this tendency of bad 
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money driving good money out of circulation passes by the 
name of Gresham’s Law, because it was Gresham, the financial 
adviser to Queen Elizabeth, who formulated it scientifically 
after having a close observation on the nature of the currency 
during, his own time. . 

Since the time of Gresham the Law has been slightly modi- 
fied and it is now usually stated in three forms. 

1. 'When good and bad coins of the same metal circulate 
together as legal tender, the bad money tends to drive out the 
good money out of circulation because the good or full-weight 
coins can be kept back from circulation or hoarded or melted 
down for other purposes. Both kinds of coins having equal 
face value command the same power of exchange in circulation, 
but the full-weight coins in the form of bullion are more valu- 
able than the light-weight coins. As payments to foreign credi- 
tors are made not in coins but in bullion by weight, debtors 
will necessarily pay off their debts by passing on to their credi- 
tors fresh and full- weight coins. Again, when people hoard 
money they always tend to pick up fresh and glittering coins, 
because from the point of view of storability, they are consi- 
dered to be more suitable. If coins were to be melted down 
for ornamental purposes, heavier coins will be taken out as they 
will be more valuable in bullion form. 

2. In a bimetallic system of currency when gold and silver 

coin circulate side by side as full legal tender at a legally fixed 
ratio, the overvalued metal will tend to drive the undervalued 
metal out of circulation. The market value may vary from 
the legally fixed value. Under such circumstances, 'the tendency 
will be for the coin with a smaller market value as bullion to 
drive out of circulation the coins with a higher market value.’ 
Supposing the legally fixed ratio of exchange between gold and 
silver is 1 ; 15 while their market value becomes 1 17. In 

such a case silver coin is overvalued because it maintains a 
higher value in the form of coin than as metal, and the gold 
coin becomes undervalued because its mint ratio is 1: 15 while 
the market value is 1 : 17, Gold coins will be kept back as 
their pov/er of exchange is much superior in other uses than as 
coins. The currency will be flooded with overvalued metal, 
ix'., silver coins, and gold will be hoarded, melted or exported 
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as biiilioii. 

3. A tlurcl. application of the same tendency is to be fotind 
wbcn an. Inconvertible paper money is circulating side by side 
with metallic moj.iey, and both are declared legal tender for 
full amounts. If the inconvertible paper currency is issued in 
excc.ss of the business needs of the community and, there is no 
provision for rcdemptio.ii into metallic money, its value will 
depreciate in terms of metallic money. Everybody will try to 
pa.ss on depreciated notes in circulation and retain .metallic 
money with the idea that, if once parted with, it will be very 
expensive to secure it again. 

LimHatiom of the law. The operation of this tendency 
holds true under certain given conditions and is subject to the 
follov;ing limitations. 

Firstly, if the full-weight coins are token coins and limited 
legal tender, they will not go out of circulation because by legal 
enactment their face value is higher than the value of the metal 
contained in coins. Their use as coinage is more valuable as 
compared with their use as metal. 

Secondly, if the aggregate circulation of good and bad 
coins in a community is barely sufficient to meet her commer- 
cial and industrial needs, then the good coins will circulate side 
by side with bad coins. People will have no temptation to 
withdraw good money from currency because it will command 
a higher value in coinage use. However, if at any time the 
currency .requirements of the community arc below the aggre- 
gate of good and bad coins in circulation, the better coins will 
be withdrawn to the extent that the two together exceed the 
requirements of the community. 

Lasthq if tlie bad money has become so inferior in point of 
weight and fineness as to be rejected by people in payment of 
obligations, then bad money instead of driving out good money 
will itsehi; be driven out of circulation. Scores of instances arc 
on record when inconvertible paper money, extremely depreciat- 
ed in value, was rejected by people and was diwcn out of 
circulation. 

, Appreciation,,, and .Depreciation , ,'7f 

It has been already referred that perfect stability in the 



MONEY 


379 


value of money is an impossibility; variations in the value of 
money are common phenomena of the business world. By the 
value of money is meant its general purchasing pow’^er in terms 
of commodities and services. The value of money, like that 
of other commodities, is determined by the relation betw^'cen 
tlic demand for money and its supply at any given time. The 
demand for money arises due to the exchange transactions that 
arc to be cTcctcd by money. Supply of money depends on the 
total quantity found in circulation at any given time. Like 
tJic value of other commodities, the value or purchasing power 
of money changes from time to time and from place to place 
according to variations in its supply and demand. It rises or 
falls proportionately with a decrease or an increase in the quan- 
tity of money in circulation at any given time. 

A rise in the value of money means an increase in its 
purchasing power, that is, a unit of money now purchases a 
larger amount of goods than it did formerly, or less money is 
now needed to purchase a certain amount of commodity where 
more of it was required previously. For instance, if one rupee 
purchases now 12 seers of wheat or one seer of ghee or iVz 
seers of sugar instead of 8 seers of wheat, eight chataks of ghee 
or 2 seers of sugar which was the current ratio of exchange- 
ability previous to the commencement of the recent economic 
depression, it can be said that there has taken place a rise or 
appreciation in the value of money. A rise in the purchasing 
power of money leads to a fall in the general level of prices. 
Thus, appreciation and fall in the price-level go side by side. 

On the other hand, a fall in the value of money denotes a 
decrease in its purchasing power, that is, a unit of money in 
such a case purchases a less amount of commodity than it did 
formerly. For example, if Rs. 5 are required to purcliasc a 
fountain pen which could be had for Rs. 4 formerly, there is 
said to be a fall or depreemtion in tlie value of money. Hence, 
depreciation and rise in the price-level go together. Dcprccia- 
tivon must be distinguished from debasement and dcierioration. 
Debasement is generally practised by weak or insolvent gov- 
ernments: it refers to the difference between the standard and 
the real value of the precious metal contained in a coin. 
Deterioration connotes a loss in the legal weight of a coin 
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througli war and tear or through clipping and svv’^eating. 

So die value of money rises and falls as the price -level 
becomes loiver or higher. Such variations in the price-level, 
and, therefore, in the purchasing power of money are brought 
about by shortage or excess of money in relation to dernantl. 

Iiiflatioji and Deflation of Currency 

Every country at any given time ixqnires a definite quan- 
tity of money firstly, to satisfy her needs of trade, commerce 
and industry, and, secondly, to avoid wide fluctuations in prices. 
When the supply of money is increased to such an extent that 
it is felt as exceeding the due requirements of the country, 
there is said to be an inflation of the currency. Inflation results 
in depreciation and a rise in the general level of prices. It 
should be, however, noted that the term inflation is usually 
applied to that state of over-issue of currency — consisting mostly 
of inconvertible paper money and debased metallic coins-- 
brought about deliberately by a Government in order to stem 
the period of financial stringency. During the Great War, there 
took place an unprecedented inflation of currency as a result 
of which the value of money fell considerably and the general 
level of prices rose to unimaginable heights. 

Deflation of currency refers to the contraction of currency 
to such an extent that the aggregate media of exchange fall 
short in relation to the demand of the country. It is generally 
resorted to by a Government to increase the purchasing power of 
money. Deflation of currency took place extensively after the 
termination of the War. Deflation of currency leads to appre- 
ciation, an increase in the purchasing power of money, and a 
fall in the general level of prices. 

Effects of Appreciation and Depreciation ■ 

Deflation (or appreciation) and inflation (or depreciation) 
are the two recurring diseases of money, the incidence of which 
is felt unequally by different classes of people in a country. 
Some arc benefited while others arc affected adversely by a 
change in the general level of prices or by a change in the value 
of money, 'Changes in the value of money, i.e., fluctuations in 
prices, arc generally harmful because they disturb the even, basis 
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or trade and industry, and because they tend to benefit some 
classes at the expense of others.’ Deflation proves injurious in 
the sphere of production of commodities and inflation in that of 

distribution. , 

Depreciation of money or rising prices are advantageous 
to producers and sellers of commodities. In times of rising 
prices, business is stimulated and improvements are effected in 
the methods of production. Entrepreneurs are benefited because 
the cost of production does not show a corresponding increase 
with the rise in prices. At least for the time being apparent 
signs of progress and prosperity are visible in the industrial and 
commercial activities of the country under inflationairy condi- 
tions. On the other hand, falling prices produce deleterious 
effects on production because the stocks of the manufacturers 
bring a smaller amount of money. Prices fall rapidly without 
a corresponding decrease in the cost of production as a result 
of which they are forced to restrict the scale of production. 
Labourers are dismissed, unemployment is created and a general 
gloom sets over the industry. 

During periods of rising prices, the purchasing power of 
money is reduced in consequence of which the interests of con- 
sumers are affected adversely. They stand to lose in their satis- 
faction to the extent of the rises in price. Persons who get 
more or less fixed incomes, e.g., fixed-salaries servants, pen- 
sioners, etc., suffer immensely as the same money income, in 
times of rising prices, brings less commodities and, therefore, 
decreasing satisfaction than before. 'Wage-earners are injured 
in so far as their money wages do not show a proportionate 
increase with the rising prices and till the time they get adjusted 
to the new price-level they will stand to lose in their satisfaction. 
Falling prices are beneficial to consumers, wage-earners and 
persons with fixed incomes. 

The interests of debtors and. creditors run counter. If 
prices rise the value of money falls; debtors as a class gain what 
creditors lose. Although debtors pay the same amount of 
money (together with the interest on it) which they borrowed 
from their creditors at the time of falling prices, yet in terms 
of commodities they pay a less amount of money as it now 
purchases a smaller amount of commodities. Thus, in times of 
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rislii" prices such creditors as money-lenders, investors and 
debe'nturc-liolders lose what their respective borrowers gain. If 
prices fall the position is reversed and creditors, consninors and 
v/age-carncrs secure a real gain because of an increase in the 
purchasing power of money. 

Thus, it is seen that fluctuations in the price-level involve 
serious hardships to the different classes of people by altering the 
distribution of wealth and affecting the production of goods in 
a country. Rising prices create an clement of uncertainty, 
vagueness and speculation ending in a crash of industrial activity. 
Falling prices are, also detrimental to the economic well-being of 
the country as they are usually accompanied by trade depression, 
financial crisis and unemployment. Undoubtedly, instabi- 
lity in the value of money is a characteristic phenomenon of 
modern times. Though it has baffled so far man’s ingenuity 
to find out a commodity whose value remains absolutely fixed 
over a comparatively long period, yet it is highly desirable from 
the point of promoting economic well-being of the country 
that variations in the value of money should be kept within 
miniimim limits. Steady prices are beneficial to traders and 
manufacturers, investors and workmen as a whole, specially over 
a long period. 

Indian Currency 

Our rupee which claims descent from the silver 'tanka’ 
introduced by Sultan Akamash, in 1233 A.D. underwent several 
changes before the year 1835 when the present rupee weighing 
180 grains (ll[l2th fine) was formally established as a standard 
coin by the East India Company. This reform was necessary 
to avoid a bewildering multiplicity and variety of coins of gold 
and silver of various denominations, weight and fineness. There 
were as many as 994 different coins in circulation issued by 
the various Hindu and Mahomedan rulers to signalise their 
independence by adopting special coins of their own. This 
chaotic condition of the currency seriously hampered the trade 
and commerce of the country and needed the serveies of 
appraisers to ascertain the value of the coins used by the people. 
With the adoption of the rupee as the standard coin for the 
whole of British India, all other coins of gold and silver ceased 
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to. he legal tender but to satisfy the requirements of the people, 
however, gold coins were accepted at Government treasuries at 
different rates. 

From the year 1870, there was a rapid fall in the prices 
of silver forcing the various Western countries to close their 
mints for the free coinage of silver. This depreciated white 
nictal began to flow on a large scale into India and endangered 
the standard nature of the rupee which went on depreciating 
ill terns of gold. The gold value of the rupee fell from 2s. 
in 1871 to b'. 2d. in 1S92 and caused a rapid disorganisation in 
the finances of the Government of India which had to procure 
an additional amount of rupees to make payment of Home 
Charges in England. Uncertainties regarding the value of the 
rupee in terms of gold brought about heavy losses to the Indian 
Government and reduced the trade of the country to a mere 
gambling in foreign exchanges. The cry to reform the currency 
system of the country led the Government to appoint a com- 
mittee under the presidentship of Lord Herschell which recom- 
mended the closing of the mints for the free coinage of silver 
and fixed the rate of exchange at Is. 4d. per rupee. At this 
rate the rupees were to be issued in return for gold received by 
the Government. The rupee was thus reduced to a token coin 
and the silver standard was abolished without establishing a 
gold standard. 

The immediate effect of the closing of the Indian mints 
was a more rapid decline in the prices of the white metal and 
the famishing of the money market on account of the scarcity 
of the rupees. To do away with these defects and to establish 
a sound monetary system in India, the Fowler Committee was 
appointed in 1898. The Committee declared itself in favour of 
a gold standard with a open mint and with sovereigns and half- 
sovereigns circulating as unlimited legal tenders' at the rate of 
Rs. 15|- for a sovereign. It discouraged the coinage of fresh 
rupees and created a fund out of the profits of coinage. The 
attempts of the Government to introduce gold coins into cir- 
culation proved a failure as most of the coins issued by the 
Government came back to the Government treasuries. This 
alleged dislike of gold coins by the Indian people drifted the 
Government policy aimlessly towards a system which is called 
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the Gold Exchange Standard — a standard without gold coins i« 
active circulation. The chief characteristics of this system 
the Government of India takes upon itself the res- 
ponsibility to sell sterling bills, known as Reverse Council Bills, 
at a rate of exchange of Is. Ad. per rupee minus the cost of 
tranporting gold from India to England, (/>) the Secretary of 
State for India sells Council Bills drawn upon the Indian 
Government at a rate of Is. Ad. per rupee plus the cost of send- 
ing gold from England in India. This sale of the Reverse Council 
and Council Bills at the lower and upper specie points respec- 
tively maintains the gold value of the rupee at a fixed parity 
with very slight changes. No doubt this system brings about 
stability of the rate of exchange with England and gives a 
cheaper currency for internal circulation, but it is character- 
ised as an artificial system in which people have little faith and 
which is liable to breakdown as was witnessed during the Great 
War. 

The Chamberlain Commission of 1913 recommended that 
a gold currency is not a necessary condition of the gold 
standard. It is neither advantageous to India nor the Indian 
people desire it. 

The Indian currency system suffered a considerable dis- 
turbance doing the Great War when the prices of silver 
went so high as to make it profitable to melt rupees. The 
Government was faced with the situation of coining fresh 
rupees to satisfy the cver-incrcasing desire of the people for 
rupees. The mints were pitied against the melting pot and the 
currency notes were on the verge of inconvertibility. To save 
the rupee from the melting pot and to maintain the convert- 
ibility of the currency notes in circulation, the Government was 
forced to issue Rs. 2-S-O and Re. 1 currency notes and other 
token coins made of nickel. 

As soon as the war was over, the Government appointed 
the Babingtoii-Smith Committee in 1919 to examine the 
currency system of India. It recommended that, as the rise 
in the value of silver had come to stay, the rupee be linked to 
2s. gold to bring about stability in the rate of exchange. It 
also favoured the Gold Exchange Standard System and advocated 
the use of more currency notes in circulation. The prices of 
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silver did not beiiave as was expected while the balances of 
trade were becoming against India due to heavy imports. 
These factors brought about a great divergence between tire 
market rate and the Government rate of the rupees in terms 
of gold and all tire heroic efforts of the Government to main- 
tain the recommended ratio of 2s. gold failed miserably. In 
short the period was marked by 'financial and commercial 
confusion.’ 

As the entire country was crying for reforming the 
currency system, the Government appointed the Hilton-Young 
Commission in 1925, It recommended the adoption of the 
Gold Bullion Standard — a: standard without a gold currency 
in circulation but with a promise to make gold, in the form 
of bars, available for all purposes at the rate of Rs. 21-3-10 
(Is. 6c/.- per rupee) per tola — -and advocated the establishment 
of a Reserve Bank in India with the powers of issuing currency 
notes and controlling other currency matters. The rupees and 
currency notes were to remain unlimited legal tenders as before. 
It kept the door open to establish a full-fledged Gold Standard 
as soon as the Government finds itself in a position to do so. 

The Reserve Bank of India has started its work and all 
eyes are fixed towards it for introducing the necessary currency 
reforms in India. 

Tlie Indian Paper Currency System 

Before IB 61, The Presidency Banks of Bengal, Bombay and 
Madras had the privilege of issuing their own notes payable 
to bearer on demand. These notes, however, had only a very 
limited circulation. The Act of 1861 established the Govern- 
ment monopoly of issuing notes of the denominations of Rs. 5, 
10, 20, 50, 100, 500, 1,000, and 10,000 and divided India into 
seven circles of issue, namely, Calcutta, Bombay, Madras, Cawn- 
pore, Lahore, Karachi and Rangoon. These notes were legal 
tender only in their respective circles of issue and were convert- 
ible into rupees at the currency offices. In order to popularise 
tbem, notes of all denomination^up to Rs. 100 have been made 
universal (legal tender) throughout India. Facilities for con- 
verting notes into rupees at the various Government treasuries 
and the branches of the Imperial Bank of India were also 

25 
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extended to tlie holders of notes. 

The convertibility of our notes is inaintainecl by a paper 
currency reserve consisting of rupee and sterling securities 
and a large amount of gold and silver bullion and coins. The 
security portion of the reserve did not exceed Rs. 14 crores up 
to the year 1913, when the exigencies of the War led to n. rapid 
rise in the total notes in circulation and forced the State to 
increase the invested portion of the reserve to Rs. 120 crores. 
In 1920, on the recommendation of the Babington-Smith Com- 
mittee, the Government adopted ai minimum of 50 per cent 
metallic reserve against notes in circulation and provided for an 
issue of 'emergency currency’ upto Rs. 12 crores on the security 
of the inland trade bills (bundles) . 

As recommended by the Hilton-Young Commission, the 
issue and management of the paper currency were handed over 
to the Reserve Bank of India in 1935. To increase the elasticity 
of note circulation, the Reserve Bank of India will adopt a pro- 
portional reserve system. Our total note circulation in India 
exceeds Rs. 170 crores today and statistics prove clearly that note 
circulation is extending much more rapidly than was expected. 
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CREDIT, BANKING AND TRADE 
Tlie Meaning of Credit ■ 

An exchange transaction can be carried either in cash 
wherein the purchaser makes an immediate payment to the 
seller for the goods purchased, or on credit in which case the 
purchaser acquires goods not by making an immediate payment 
but on the promise to pay an equivalent value or a little more 
than that at some future time. Since in a credit transaction 
the transfer of goods takes place for a promise of deferred pay- 
ment, it is obvious that the creditor or seller must have con- 
fidence in the honesty of the debtor or buyer, otherwise he 
v/ould not think of lending money nor transferring his goods. 
Confidence.} therefore, forms an essential and foremost part of 
credit. In everyday language, the word 'credit’ means simply 
'belief’ or 'confidence,’ but in Economics, as S. Evelyn Thomas 
points out, the term credit is now applied to that belief in a 
man’s probity and solvency which will permit of his being 
entrusted with something of value belonging to another, 
whether that 'something’ consist of money, goods, services or 
even credit itself, as when one man entrusts to another the use of 
his good name and reputation. But confidence is not the only 
element required in a credit transaction. ' The time element 
is equally important in credit inasmuch as the transfer of present 
money or something of value takes place for a promise to repay 
it after some time. Besides confidence and time, amount is the 
third element of credit. As credit is a 'right or privilege’ 
extended by the creditor to his customer allowing him to make 
pa^yuiient at some future date for the goods parted with today, 
it is apparent that this credit will be granted according to the 
degree of confidence enjoyed by a customer at the hands of his 
respective creditors. A creditor may hesitate to give credit 
for large sums while he may not feel any objection in allowing 
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credit for a small amoi.in.t of money or money’s worth to a 
particular customer, ThuSs confidence^, time and amount may 
be regarded as the three,, main- elements , of credit. The written 
evidences in vvdhch promises are drawn up to pay money, after 
a specified period of time, are known as Credit Inslrirmcnts, 
which serve as important media of exchange in modern 
times. 

Importance and Advantages of the Credit System ^ ■ 

Credit plays a very prominent part in the organisation of 
production, industry and commerce in the modern industrial 
economy; its importance cannot be over-empliasised and neces- 
sity can scarcely be overlooked. Credit is organised through 
credit instruments such as cheques, bills of exchange, himdies, 
bank notes, bank draft, etc., and the dominant position in the 
organization of the credit system is occupied by a 'bank’ or a 
'banker.’ As a matter of fact, the functions and organisation 
of banking are, closely allied to the functions and organisation 
of credit. Credit is the bcclrock upon which is raised, the 
structure of a bank. As credit acquires an increasing force in 
the commercial and industrial activities of a, socict 3 g banking 
arrangements get highly developed and efficient. As general 
rule, it may be stated that most of the transactions in wholesale 
and retail trade arc today partially or wholly carried on credit 
basis as a result of which businessmen are enabled to conduct 
their productive activities much more conveniently and eco- 
nomically. Credit has been styled as the life blood of com.tTiiercc 
and as the “heart and core of the modern business structure.” 

The chief functions and the advantages of credit may 
briefly be summarised below: — 

1. Credit economises the use of metallic money and thus, 
substitutes a cheap medium of exchange for a more expensive 
one, which, in view of the enormous expansion of trade and 
industry, would be insufficient to meet the modern requirements. 
Through credit instruments the transfer of money from one 
place to another can be cflFected much more conveniently and 
economically. A merchant of Karachi who purchases vvdieat at 
Amritsar worth fifty thousand of rupees need not incur the 
trouble and expense of transmitting mpney to the merchant of 
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Amritsar by rail or post. By means of a credit instniment he 
can easily transfer money to his creditor at a very nominal 
charge. Thus, credit facilitates trade and commerce. Even in 
the settlement of international debts, mutual obligations are can- 
celled through foreign bills of exchange and only the out- 
standing balances are shipped in gold or silver. 

2. It is by means of credit that saving instinct is en- 
couraged and formation of capital is made possible. People 
save and give their savings to their customers in the belief that 
they will employ them much more productively than themselves. 
Banks create opportunities for the profitable investment of 
money ensuring its repayment to their clients at the promised 
time, in consequence of which money is attracted from all 
depositors and is utilised for the benefit of industry, trade and 
commerce. 

3. In modern times, credit stands primarily for the fur- 
therance of production by rendering capital more productive 
in the hands of capable businessmen. Producers who are cap- 
able 6f inspiring confidence in respect of their character and 
business ability can secure credit for industrial enterprises. In 
the absence of any credit facilities, many of the producers with 
insufficient means will find it extremely difficult to enter into 
business and start any productive work. 

4. A well-regulated credit policy tends to minimise fluc- 
tuations in prices and stabilise trade conditions by restriction 
of credit facilities during booms and by an expansion of credit 
facilities during and after a period of depression. In short, the 
modern mechanism of credit is a very powerful factor in pro- 
moting the industrial, commercial and economic advancement, 

EyiIs of Credit System 

Although credit confers manifold advantages, yet they are 
not iiiimixed. The use of , credit paxaer money, if abused, is 
attended sometimes ’with grave evils and dangers. It must be 
remembered that the entire superstructure of credit is ultimately 
based, on the strength of the resources of metallic money and 
on public confidence. If once confidence is shaken, the credit 
mechanism collapses, bringing in its train gloo.my results on 
trade, industry and commerce. Some of the possible disadvan- 
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tastes mvolvcd in the credit system may be pointed out as 
'follows:-— , 

L Tlie greatest danger of credit lies in the over-issue of 
credit than v/hat is actually required by the business needs of 
the country. The temptation to expand credit unduly, in times 
of flourishing trade, is very great and because this feeling can, 
hardly be resisted speculation, over-investment, over-production, 
hnanciai crises are the ultimate consequences that follow such 
an unwise credit policy. 

2. Facile credit specially for consumption purposes may 
lead to extravagance and indebtedness which may endanger the 
smooth progress of society in a variety of ways. In India, 
cheap and easy credit available to peasants for personal consump- 
tion is regarded as one of the causes responsible for their 
indebtedness. 

3. Again entrepreneurs of inferior ability having credit 
may squander money on visionary and unproductive enterprises 
and yet they may be enabled to remain in business simply by 
means of credit. Their eventual collapse will not only bring 
ruination to themselves but to all those whose capital was in- 
vested by them for use. Thus, the modern credit system is 
responsible for the 'concealment of financial weaknesses’ of a 
business. 

4. The credit system is also responsible for the formation 
of monopolestic combinations of producers at the expense of 
individual private enterprise. Some writers think that although 
'the results arc not necessarily harmful, they may not be so 
beneficial as when the capital is in the hands of a number of 
individual producers.’ Such monopolistic organisations are often 
a source of exploitation of labour and of unfair competition. 

In view of these dangers involved in an indiscriminate orga- 
nisation of credit, it is very necessary that credit mechanism 
should run on well-regulated and judicious lines. 

.Is Credit .Capital? 

At one time it was maintained by some economists that 
credit is capital and can create wealth quite as well as land and 
labour. But credit cannot be regarded as a separate factor of 
production. Prof, Gide remarks: "Credit is a particular 
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method of production — just like exchange and division of 
labour. It consists of transfer of wealth or capital from one 
person to another. Credit can no more create wealth than 
exchange can create commodities.” Credit facilitates produc- 
tion by enabling the transference of wealth from the savers to 
the users and from the less capable to the more capable. Credit, 
therefore, is not capital itself; it is a device by which exchange 
transactions can be effected much more conveniently and eco- 
nomically. From the individual point of view, credit may be 
regarded as capital inasmuch as the borrowed money can help a 
trader or manufacturer to increase his business. But from the 
social point of view, credit is not capital in so far as the amount 
lent to a borrower is not doubled but is merely passed on to 
the hands of the borrower from the possession of the creditor. 

Nevertheless, it must be pointed out that credit creates new 
capital to the extent to which it replaces metallic money from 
circulation and it also increases the amount of effective capital 
available for production inasmuch as small savings of the people, 
which could not have been employed for productive purposes 
or otherwise spent in personal gratification, are now pooled up 
for production. Banks which organize credit attract savings of 
all those who for some reason or other cannot make a better use 
of them. In the absence of credit facilities many of the 
producers of good organising ability would have found it almost 
impossible to build up their businesses on such a colossal scale. 
Thus, credit indirectly promotes the accumulations of capital 
and stimulates production. 

The Mechanism of Credit 

In order to take the maximum advantage of credit mechan- 
ism for the development of trade, commerce and industry, a very 
complicated machinery has gradually come to be set up at the 
present day for the control and organisation of credit and credit 
operations. The machinery by which credit operations are 
organised consists of two parts; — 

1. Credit Instruments^ the evidences of indebtedness such 
as cheques, drafts, bills of exchange, promissory notes, etc. 

2. Credit Institutions, consisting of Banks with their 
Clearing Houses. 
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Credit Instruments 

A credit jiistroment may be defined as a written doGu-i 
rneiit issued by a Government'- or a corporation '-'or an individiia! 
containing a promise to pay money - at a future date. Like' 
money, credit instruments also facilitate exchange transactions 
but tlieir circulation is restricted because their acceptability is 
conditioned by the confidence reposed by the receivers in the 
honesty and financial standing of the drawers. I'hc stronger 
and wider-known the credit of the issuing party, the greater 
will be the circulation or negotiation of its credit instruments. 
The important credit instruments are promissory notes, cheques, 
drafts, bills of exchange and him dies which are treated below 
in details. 

Promissory Notes 

The Indian Negotiable Instruments Act defines a promis- 
sory note as an instrument in writing containing an uncondi- 
tional undertaking, signed by the maker, to pay a certain sum 
of money only to, or to the order of, a certain person, or to 
the bearer of the instrument, (Notes are usually issued by 
individuals and corporations and they must be distinguished 
from Bank Notes or Government Notes.) If a buyer is known 
fully to the seller regarding his business morality, then the 
buyer by executing a promise to pay either on demand or after 
a specified period of time can have the desired goods from the 
seller. A promissory note is usually drawn in the manner as 
shown already. 

The expression 'for value received’ signifies that the writer 
has drawn the promissory note in exchange of payment for a 
real transaction and that no forgery has been displa^'ed upon 
him. A promissory note has only two parties — the maker or 
the drav/er of the note and the payee who is the creditor of 
the dra-wer. In order to make it legally valid, and ad valorem 
stamp is alExed. to it, 

vCheqmes d' ."."-''T',. 

In advanced countries, where banking habits are developed 
to an appreciable degree, people, for reasons of convenience and 
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Fc^rm of a Promissory Note 
Rs, 200, ' . . . . , CaWNPORE,.,: ; . 

June 1939. . 

Three -months after date, 1 promise to pay to Messrs. Srt 
Ra-m Raj Kumar, or order, the sum of R-iipecs Two hundred only 
for value received. 




Stamp | 


ITo 



(Sd.) Ram Krishna 

Messrs. Sri Ram Raj Kumar 
Cloth Merchants 
Jaipur 


Or 

Rs. 200 Bombay 

The 7th June, 1939 
1 promise to pay on demand to Mr. Ram Lai, or order, the 
sum of Rs. Two hundred with interest at 9 per cent per 
annum for value recewed. 


Stamp ■ 

To : 

. Mr. Ram Lai 

67 Civil Lines 
Lucknow 


(Sd.) M. y. Khan 
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eificiency, prefer to Iceep tlicii* accounts in banks and draw 
money for their various requirements througb ciieqiies. A 
clienue is a written order on .. a spcciiied bank made by the 
c!.cj?ositor to pay an amount of money specified therein to the 
order of a person named or to the bearer of the cheque. A 
cheque is always payable on demand and the bank cannot 
refuse to encash it provided the depositor maintains sufficient 
money in bank to meet a cheque. For the sake of convenience, 
uniformity and security against any fraud each bank issues its 
own cheque book for the use of its depositors. The person 
who draws or writes a cheque, i.e., the customer of the bank 
is called the drawer; the bank on which the cheque is drawn 
and which makes the payment is called the drawee, and the 
person in whose favour the cheque is drawn is known as the 
payee. Sometimes the drawer makes the cheque payable to 
iielf when he requires to withdraw money from the bank for his 
own personal needs. 

In order to have a clear idea of a cheque, the I'cader is 
referred to examine the following specimen of a cheque 
carefully. 

The specimen of a cheque shows that it contains two 
unequal parts divided by a perforation. The right-hand oblong 
portion is the cheque proper filled in by the depositor with his 
signature at the right-hand bottom corner; the left-hand part is 
called the counterfoil and is retained by the drawer in bis cheque 
hook as a memorandum. Jai Fal Singh is the drawer of the 
cheque and the Bazar Branch, Bareilly of Bareilly Corporation 
(Bank) Ltd., is the drawee, and Raj Pal Singh is the payee in 
whose favour the cheque has been drawn. It is a bearer cheque 
and money can be had on its presentation to the bank. 

From the point of transferability, a cheque may be an 
Order Cheque or a Bearer Cheque. 

A 'bearer cheque’ is payable to the holder or possessor or, 
bearer of it, that is, the bearer can receive payment the moment 
it is presented for encashment on the counter of the bank. A 
bearer cheque does not require any endorsement and the bank 
is not blamed for its negligence or inaccuracy if the payment 
is made to a wrong person, as the bank is not required to take 
any proof to find out whether or not the payee is the rightful 
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claimant. 

A bearer cheque becomes an ‘order cheque’ if the word 
'order’ is inserted by the drawer after having struck out the 
word bearer. An order cheque is safer than a bearer cheque, 
as the bank will not encash it unless the payee gives a proof of 
his own self. The bank must satisfy itself that the person to 
whom a payment is to be made is the rightful claimant. Again, 
an order cheque cannot be transferred to any one else unless 
it is endorsed by the payee. By endorsing it, that is, by signing 
his name on the back of the cheque the payee can order or 
authorise any other person to receive the money. Thus, the 
negotiability or the transferability of an order cheque depends 
upon endorsement. 

A crossed cheque is a cheque on the face of which two 
vertical parallel lines are drawn with expressions like "A|C” or 
CO.” between them. The effect of this crossing is that the 
payee cannot get cash on presentation. The amount of the 
cheque will be credited to the account of the payee and if the 
payee wants to draw the money he will be required to write 
another cheque upon the same bank. Such cheques are very safe 
and ensure payment to the desired person only. The payment 
through a cheque is very convenient and safe and practically no 
time elapses between the offer of a cheque and its final encash- 
ment. In spite of their convenience, cheques cannot be called 
money as they are not legal tender and as their circulation or 
negotiation is restricted to a narrow area in which the solvency 
of the parties is known to one another thoroughly. 

Bank Drafts 

A bank draft is a cheque drawn by a bank upon another 
bank or its own branch at a different place, i*equcsting it to pay 
the sum of money mentioned therein to the order of the person 
named, or to the bearer on demand. A bank draft is usually 
payable on demand. In this case the bank that makes the draft 
is the drawer, the bank on which it is drawn is the drawee and 
the person to whom it is payable is the payee. 

Traders and merchants are often required to remit money 
to their creditors living in distant cities and countries. One of 
the cheapest methods available to them for discharging their 
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The Manager For Bar eilly Corporation (Bank) Ltd. 

Shall) ahanpur Branch Tika Ram 

Bareilly Corporation (Bank) Ltd. Manager 
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obligations is to get a bank draft drawn in favour of bis creditor 
on depositing the cash in the bank. The bank issuing such a 
draft charges some commission for doing this service. Foreign 
payments are usually made through bank drafts 'whicli require 
no acceptance — being payable on demand. 

Bill of ExchjiBge 

A bill of exchange is an instfiiment in writing, containing 
an unconditional order, signed, by the maker, directing a certain 
person to pay a certain sum of money only to or to the oi-der 
of a certain person or to the bearer of the instrument. 

A bill of exchange is used exclusively for commercial pur- 
poses. There are three parties to a bill of exchange — the drawer, 
the drawee and the payee. The drawer is the person who 
writes out or drafts the bill, i.e., the creditor or the seller of 
the goods. The drawee is the person who is directed to make 
payment according to the conditions specified in the instrument. 
The payee is the person to whom the money is to be paid and be 
is usually the creditor of the drawer. A bill of exchange is 
drawn by the creditor requiring his debtor to pay the sum 
specified in the bill cither to seif or somebody else. After a 
bill has been drawn by the seller of the goods, it is presented 
to the buyer or the drawee for his acceptance. The drawee 
accepts the bill by writing the word 'accepted’ and putting his 
signature on the face of the bill and he becomes liable to pay 
the amount specified at the due date. 

From the point of view of payment, a bill of exchange 
may be of two kinds. It may be payable on demand in which 
case it is called a sli^bt bill or Dursbm Hmull, A bill of ex- 
change in which the drawee is required to pay the specified sum. 
after a .stipulated period of time — say after fhirl-y or nmely dnys 
of the acceptance of the bill — it is known as time or ‘iimiice 
bill or MtidiJati Ihmdi. In the case of time bills three extra 
days known as days of grace arc allowed, in addition to the time 
mentioned in the instrument. A sight bill is just like a cheque. 
But more generally bills of exchange are time bills, and as 
Hartley "Withers has stated, 'the element of time is the real 
outstanding quality in the bill of exchange which separates it 
from the cheque,’ " 



Fotm of an Inland Bill of Exchange 



Messrs. Kapoor Sc Sons For The National Stores Ltd. 

Cawnpore Shiam Behari Lal 

Proprietor 
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Bills of exchange may Be 'inland bills’ or 'foreign bills;’ 
the former are used in discharging internal obligations, the latter 
are meant for meeting foreign obligations, i.e., they arc drawn 
in one country and are payable in another country. Just as 
internal bills facilitate exchange transactions obviating tlie 3ieces~ 
sity of metallic money to a considerable degree, similarly foreign 
bills facilitate external trade and serve to settle foreign obliga- 
tions without the flow of specie or bullion to foreign countries. 

The bill of exchange discharges two obligations at the same 
time. The drawer of this bill, i.e., R. Saran is the creditor of 
Messrs. Kapoor & Sons, but to the same extent he is a debtor to 
Messrs, Rama Brothers. He, therefore, draws a bill on Kapoor 
&: Sons, sends it to Rama Brothers who will present it to Kapoor 
& Sons for acceptance. On getting the acceptance of the 
drawee, it becomes a negotiable instrument which can be used 
for discharging any further obligation or can be discounted, 
i.e.j encashed at the counter of the bank after deducting the 
interest for 95 days at the market rate prevailing at that time. 

Himdies ' 

Hundies are indigenous credit instruments which are often 
called Indian bills of exchange. They are internal bills of ex- 
change and have been used by Indian merchants for making 
remittances in the course of exchange transactions from very 
remote times. Their circulation depends on local usages and 
customs prevailing in. the mercantile community and in some 
respects the provisions of the Indian Negotiable Instruments 
Act also apply to them. They are issued by creditors or sellers 
of goods and discounted by big shroffs or bankers. The banks 
also discount hundies if they have been endorsed by a shroif 
known to the bank as regards his financial standing. Irlundies 
are generally vuritten in Mnndia in Northern India; their lang- 
tiage is full of formalities and their modes of presentation for 
acceptance and payment also difo from locality to locality. 

Hundies arc broadly divided into two classes, vi^;. 

1. Darshni Hundies (or, sight bills) which are payable 
on demand. 

2. Mill or Miiddati Hundies (or, time or usance bills) 
which are payable after the expiry of the term specified in the 
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Hixndi Days of grace allowed to such instruments range 
generally from three to £ve. 

Form of a Darshni Huiidi 

No. 2341 OM 

Sidh Shrcc Bikaner Shubhsthanak shree patri bhai Ram Lai 
Jagat Lai Jog Bareilly sc seth Banwari Lai Pnrshotam Das, ka 
jai gopal banchna. Appranch Hiuidi kita nag ek apke upar 
kari. Rupaia panch sau ankarx rupia 500 ninie rupia 250 ke 
doona dena yahan rakkhe bhai Ram Chandar Kishen Lai miti 
Phagan sudi naumi. Turant shah jog rupia chalan bazar thikaiia 
lagia chaiikas kar dam dena. Hundi likkhi miti phagan sudi 
naumi samvata 1990. 

Daskhet; Banwari Lai Purshotam Das 

No. 2341 Literal Translation 

To Bhai (brother) Ram Lai Jagat Mai of pleasant and 
prosperous place of Bikaner, written from Bareilly by Seth 
Banwari Lai Purshotam Das whose greetings please accept. 
Further, a hundi is drawn on you for Rs. 500, in words five 
hundred, half of which is Rs. 250, the double of which payable, 
in favour of Bhai Ram Chander Kishen Lai on Phagan Sudi 
NaumL Immediately on demand please pay the amount there- 
of in current coins to the presenter after making enquiries re- 
garding title and address according to the bazar practice. Hundi 
written on phagan sudi naumi 1990. 

Sig. Banwari Lai Purshotam Das 

By way of explanation, it may be added that Banwari Lai 
Purshotam Das arc the drawers of this hundi, Ram Lai Jagat 
Mai arc drawee, and Ram Chandar Kishen Lai are the payee. 
Tiic practice of stating the amount of money in different man- 
ners is very good inasmuch as it prevents the possibility of any 
fraud in the transaction. Miti hundies (or usance bills) arc 
also written practically in the same style with the difference 
that it is payable after some period of time specified in the bill. 
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Banlss and their FtMictioHs . ' 

The term 'bank’ has been defined in various ways by 
different writers. This imtitiplicity of definitions airises mainly 
due to the diverse and intricate functions discharged by a bank 
in modern times. For our purpose it would be sufficient to 
say that a bank is an agency which borrows money from those 
who are in a position to give and lends the same at a higher 
rate of interest to those who require it and can utilize it with 
advantage. The business of 'borrowing and lending’ may be 
carried on either by an individual or a corporation and these 
arc properly spoken as 'banker’ or 'bankers.’ But as the two 
primary functions are based upon credit, therefore, a bank is 
more appropriately called an institution dealing in money and 
credit. The importance of efficient and regulated banking 
organisation in the economic construction of a country is 
enormous. 

The importance of banking organisation can better be 
understood by dealing briefly with the services and functions 
performed by a bank. 

1. The essential function of a bank is to borrow money 
in the shape of deposits from its customers on the promise that 
it will be paid back to the depositor on his making a demand 
through a written order, for repayment. By ensuring a safe 
custody of the money deposited with them and by guaranteeing 
to pay interest on it, banks accumulate into one great reservoir 
the small and big savings of individuals and corporations which 
arc not in a position, for some reason or other, to utilize them 
to the best advantage. A bank receives deposits on 'current 
account,’ 'deposit account’ and 'savings bank deposits.’ On 
deposits in the current account the depositor is allowed to vn'th- 
draw money by cheques without giving any notice to the bank. 
Generally no or very little interest is paid on such deposits. 
On deposit accounts the bank pays a fixed rate of interest 
according to the length of the period the money is deposited 
with the bank. As a rule, the longer the period for which 
money is kept in fixed deposits the higher is the rate of interest 
paid. In case of fixed deposits, the depositor is not permitted 
to withdraw money before the time fixed for v/ithdrawal. In 
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case of savings bank deposits, banks, with a view to promote 
thrift and savings among the poor persons, allow them to deposit 
small amounts of money. A moderate rate of 2 or iVz per 
cent is paid on such accounts. 

2. Banks raise deposits in order to invest them profitably. 
There are persons in every society who possess the requisite busi- 
ness acumen, experience, skill and talent but lack in capital. 
Banks prove the most suitable helpmate of such persons in so 
far as they strive to remove this deficiency by transferring the 
wealth from the hands of hncapable’ to those who can make 
a proper use of it. It must be known that only a small portion 
of the money is required to defray at any time the demand of 
depositors, the rest may be advanced as loans ‘to the multitude 
of borrowers in a modern community who are anxious to make 
a profitable use of the capital of other people.’ Banks lend 
money to rhek customers at a higher rate of interest than that 
at which they borrow and the difierence between the two 
constitutes their Cvarnings. Thus, banks are the agencies for the 
collection of savings and their investment. S. E. Thomas 
observes aptly: “The bank is a great reservoir of loanable 
capital, into which flow countless small rivulets gathered from 
every source and direction, and from which flow many streams, 
small and large, destined to drive the wheels of industry and 
float the vessels of commerce. By assisting the entrepreneur, 
and by providing the sinews of trade and business, banks per- 
form a productive function of the first importance.” 

3. Another function of considerable importance, wherever 
a bank is permitted by law, is to issue bank notes. As the 
issue of bank notes involves great many responsibilities, this 
function is mainly assigned to central banks which arc under 
tile direct control and authority of the Government. 

4. The function of discounting bills undertaken exten- 
sively by commercial and exchange banks has greatly facilitated 
commerce and production of goods. In the modern business 
world, sales and purchases are done on a credit basis and the 
sellers of goods usually draw bills of exchange on their debtors 
or accept latter’s promissory notes in the belief that payment 
would be made at the future stipulated date. Such credit 
instruments as promissory notes, bills of exchange, hiindies and 
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otlier commercial papers have always to wait for a certain period 
of rime before they can be encashed into mctailic iTiOney, But 
a convenient source of realising ready money is provided by 
banks. The holder can present such credit instnimcnts to his 
bank which v-ill discount them at their 'present value/ that is, 
purchase them in cash by deducting interest at the current 
market rate for the time an instrument has to run. The bank 
ill its turn waits for its maturity and realises the amount from 
the drawee mentioned in the instrument. This is a good source 
of investment and profits to banks. 

5. Banks economise the use of metallic money by creat- 
ing such media of exchange as cheques, bank drafts, etc., and 
provide cheap and convenient facilities for the remittance of 
money from one place to another. Remittances of money to 
distant places are made by sending bank drafts which are drawn 
by one bank upon its agencies or other banks. And by the 
institution of the Clearing House System, the mutual obliga- % 
tlons of banks are cancelled and thus, a great economy of time 
and money is effected. 

6 . Banks also finance the import and export trade of a 
country by discounting and rediscounting the foreign bills of 
exchange. They also issue 'letters of credit’ as a result of which 
the inconvenience of carrying money is avoided. Banks also 
facilitate the investment of capital in industries and thus, expe- 
dite the industrial and commercial expansion of poor and un- 
developed countries. 

7. Banks grant loans to traders and manufacturers to 
help them to tide over the period of financial stringency, as 
every businessman faces at least the want of cash during some 
periods, thereby stimulating the efficiency and continuity of 
production. But bank loans are seldom made in cash. They 
are usually made by means of 'hook credit/ a system under 
which the bank credits in the name of the borrower the amount 
asked for and the borrower is allowed to draw money by cheques 
at his convenience. Such credit deposits are called lOvUiabie 
capital. The creation of credit by a bank depends upon its 
cash reserves available at that time. 

8. A well-regulated system of banking organisation by 
inspiring confidence in public promotes the saving habits of the 
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people, helps the creation of effective capital for purposes of 
production. In the absence of banks people would have spent 
their small savings in the gratification of their immediate wants 
or hoarded them underground unproductively. 

9. Banks undertake the safe custody of valuables and 
securities on nominal charges. 

10. In addition to these important functions, banks per- 
form a large number of agency services on behalf of their 
customers, such as the collection and payment of cheques, bills, 
and dividends and making of periodical payments to Life or 
Fire Insurance Companies on behalf of their customers. 

XL Lastly, banks by virtue of their dealings inculcate 
business morality in people, and promote the virtues of honesty, 
promptitude and good faith among their clients. The educative 
advantages thus accruing from banks are of no mean importance. 

Various Classes of Banks in the Indian Money Market 

In view of the varied economic activities, every progressive 
country has found it much more suitable and convenient to 
institute different kinds of banks, each specialising in some 
particular channels of banking. But if one particular kind of 
bank undertakes to handle a particular type of business, it does 
not preclude it from taking other functions which are mostly 
performed by other classes of banks. As such, no demarcating 
line can be drawn as to the functions of any particular type of 
bank. 

By a money market is meant all those institutions and 
parties which deal in the 'borrowing and lending’ of money. 
It refers to the entire region where borrowers and lenders of 
money are found connected with the me of money. Broadly 
speaking, various kinds of banks, discount houses, private 
bankers, bill-brokers are regarded as the constituents of a. money 
market. The essential function of a money market is to supply 
to the mrmufacturers and traders with the requisite amount of 
capital and credit for purposes of production and exchange 
dealings. Another important function of the money market 
is to supply currency according to business needs of the country 
and to maintain the relative stability of the purchasing power 
of the monetary standard, 

26 
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The money market in India consists of the following 
constituents: — 

(a) The indigenous bankers and money lenders known by 
different names in different parts of the country—Shroffs, Mar- 
waris, Sahukars, Mahaijans, Boharas, Chetties, Seths, etc. 

(h) Modern banking institutions modelled on European 

lines. 

1. The Reserve Bank of India. 

2. The Imperial Bank of India. 

3. Joint Stock Banks. 

4. Exchange Banks. 

5. Co-operative Banks. 

6. Savings Banks. 

7. Industrial Banks. 

8. Land Mortgage Banks. 

Indigenous Bankers 

Indigenous banking has been carried on from times im- 
memorial and researchers have unearthed plenty of material to 
show that many of the banking practices of our age were follow- 
ed by indigenous bankers, long before they were known to any 
country of the world. The indigenous bankers and money 
lenders performing a large variety of functions in. respect of 
agriculture, trade and general banking are found scattered all 
over the length and breadth of the country. The indigen- 
ous banker is called by various names — the Mahajan, the Bania, 
the Sahukar, the Shroff, the Seth, the Bohara. Different castes 
also conduct money-lending and banking in different provinces 
— the Marwaris and Multanis of Bombay, the Ivhatris and Aroras 
of the Punjab, the Chetties and Nattukotli Chetties of South 
India and the Multanis and Rehtis of Sindh and Gujarat. 
Much controversy has arisen regarding the functions of an 
indigenous banker and a moneylender. Dr. Jain defines indi- 
genous banker as "any individual or private firm which, in. 
addition to making , loans, either receives deposits, or deals in 
Hundies, or both, each of which functions clearly belongs to 
the province of banking” and restricts the term moneylender 
to "any individual or private firm which makes loans, but 
usually does not receive deposits or deals in Hundies.” 
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The Indian banking system plays a very important and 
useful part in the internal economy of the country. The in- 
digenous money-lender renders invaluable services to the agri- 
cultural industry which is of vital importance to the Indian 
people. He advances loans in the form of money, corn, seeds, 
or cattle to cultivators on the security of the prospective harvest, 
movable or immovable property, or on the personal security of 
the borrower. As a matter of fact, in the absence of his finan- 
cial help agriculture would not have been canied on. In rural 
areas, excepting some co-operative societies working here and 
there in some parts of the country, there is no other agency 
which can provide finance to agriculturalists. The mone^dendcr, 
known popularly as Mahajan or Sahtikar, advances loans both in 
money and kind according to the needs of the cultivator on 
the understanding expressed or implied, that the cultivator would 
give his entire or part of the produce to his moneylender in the 
settlement of his dues and that he would in no case attempt 
to leave his moneylender until the last pie is paid o0 in the 
satisfaction of his claims. The moneylender on his part pro- 
mises to accommodate his client for practically all his require- 
ments — personal, social or industrial. This is known as the 
Sahnkari System. The village moneylender combines money- 
lending, shop-keeping and trading, and he is also found engaged 
in agriculture. In urban, areas, the moneylenders provide 
finance to petty artisans and craftsmen either on the security of 
some immovable property, or if the amount of loans is small, 
on the personal security of the borrower at a fixed rate of 
interest, or on the condition that the producer would sell his 
finished commodity to the moneylender at the predetermined 
prices. Such moneylenders undertake both moneylending and 
trading. Scientifically speaking, moneylenders cannot be called 
bankers, for except lending of money, they do not undertake any 
of the other functions of a banker. He maintains a small 
amount of capital and lends it to the borrowers at the highest 
rates he can possibly exact from them. He advances loans for 
any and every purpose and is not particular whether they will 
be spent productively or extravagantly. He does not receive 
deposits of any kind and as such he can hardly inculcate the 
habit of thrift and economy around him. In short, he is a 
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moneylender hm not a banker. ■ 

The indigenous bankers, undertake a good deal of general 
banking business wliicb is .done by modern banks and play an 
effective part in financing internal trade and industry of the 
country. They carry on the functions of moneylendiiig, ire- 
ceiving deposits on current and fixed accounts, allowing cash 
credits and issuing arid discounting liundies of both kinds — 
demand and usance. But there are differences in detail bet- 
ween the functions of an indigenous banker and those of a joint 
stock bank. Indian banking is carried on by private individuals 
or families and not on the joint stock basis. The indigenous 
banker raises a very little amount of capital from deposits and 
withdrawals against deposits are in cash and not by cheques. 
Another important difference is found in the fact that the 
indigenous bankers carry on a variety of functions apart from 
the banking business. They combine banking, with trade and 
commerce acting as grain-dealers, commission agents, brokers, 
traders and industrialists. This combination of functions has 
been regarded as one of the main causes of the decline of bank- 
ing business of the indigenous bankers. There are also some 
other important causes which have contributed to the weaken- 
ing of their banking business. Nevertheless it has been truly 
remarked that 'even at the present time the shroff continues to 
play an important part in the financial system of the country 
as an indispensable link between the Indian money market and 
the vast trading community.'* He finances the agriculturist 
through local sabnkars and moneylenders, the petty artisan and 
the small trader, assists in the movement of crops to consum- 
ing areas or to the ports, and distributes all kinds of goods in 
the country. 

In respect of providing finances to agriculture, cottage 
industries and internal trade of the country, the part played by 
moneylenders and indigenous bankers is of enormous usefulness 
which can hardly be dispensed with at the present time when 
the absence of organised banks is keenly felt in India. The 
Central Banking Enquiry Committee, after investigating the 
weak features of the indigenous banking, have put forward many 
useful suggestions, the adoption of which must go a long V7ay in 
improving the position of the indigenous banker and making 
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iiim a useful member of the Indian banking system. 

Imperial Bank of India/ 

The Imperial Bank of India was formed in January 1921 
by the aniaigamation of the three Presidency Banks, namely 
the Bank of Bengal, the Bank of Bombay and the Bank of 
Madras which were founded in 1806, 1840 and 1843 respec- 
tively. The need for such a bank which would bring unifor- 
mity and stability into the Indian money market was felt long 
ago before its inception. The Imperial Bank of India is governed 
by a special Act knowm as the Imperial Bank of India Act, 
which defines the restrictions imposed and privileges conferred 
on the Imperial Bank and determines the fiscal relations it wdll 
have with the Government of India. The control of the Bank is 
entrusted to a Central Board of Governors with three local boards 
at Calcutta, Bombay and Madras which look after the working 
of the business of the bank in their respective jurisdictions. 

It is a commercial bank wdth piivate shareholders and 
competes to some extent with other banks. It inherited from 
its three predecessors certain functions as a bankers’ bank, which, 
together with its increased responsibilities as the Government 
bankers, accounts for some of the existing restrictions imposed 
on its activities by its present charter. The important restric- 
tions are: — 

(/) The Bank cannot make any loan or advance — 

(^a) for a longer period than six months, 

{h) itpon the security of its own stocks and shares, 

(c) on the original security of immoveable security. 

(Ji) The amount which may be advanced to any individual 
or partnership firm by way of discount on any personal security 
is limited. 

(///) The Bank cannot discount or advance on the security 
of any negotiable instrtiment of any individual or partnership 
firm payable at the town or place where it is presented, for dis- 
count, which does not carry on it the separate responsibilities 
of at least tw) persons or firms unconnected with each other in 
general partnership. 

{w) The Bank is prohibited from transacting any business 
not specified in the Act, foreign exchange business being one 
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o£ the excluded items. 

The. main functions of the Imperial Bank may be sum- 
marised. as follows:— 

1. It acts as a bankers’ bank inasmuch as .most of the banks 
in India keep their balances with it. It manages the Clearing 
Houses and supplies the necessary supervising staff. The busi- 
ness of the settlement of cross claims is carried on in the pre- 
cincts of the Imperial Bank. 

2. It advances money on the security of stocks. Govern- 
ment securities, debentures, goods or documents of title, accepted 
bills of exchange or pro-notes, etc. 

3. It draws, accepts, discounts and sells bills of exchange 
and other negotiable securities payable in India or Ceylon. It 
also deals in foreign bills of exchange with the sanction of the 
Governor-General in Council. 

4. It receives deposits, securities for safe custody and 
undertakes other banking functions. 

5 . 'With a view to increasing banking facilities and 
fostering among the Indian people the habit of banking and 
investment, the Imperial Bank of India was placed by Govern- 
ment under a statutory obligation to open 100 new branches 
wdthiii the iirst five years of its inauguration. This obligation 
was duly fulfilled and 102 new branches were opened at places 
where there was already a branch of one or other of the Indian 
joint stock banks.’ 

The Bank acts as a fiscal agent to the Government of India 
in so far as it receives all moneys from the general public on 
behalf of the Government and keeps Government balances at 
the head-quarters and its branches. The bank has had no rights 
to issue notes as a result of which there remained a dual control 
over the credit and currency policy of India, the latter being 
controlled by the Government of India. 

Exekange Banks . ’ - 

With the growth and development of import and export 
trade of India exchange banks came to be established to facilitate 
foreign exchange transactions. But as the foreign trade, in the 
initial stages, was mostly confined between India and England, 
the early exchange banks established in India were the branches 
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of English banks having their head-offices in London. But later 
on, as the leading industrial countries of the world began to 
partake of our foreign trade on an increasing scale, many branch 
agencies of exchange banks situated in London or on the Con- 
tinent or in the Far East and the United States have come to 
be established in India. Some of them carry on their consider- 
able portion of business in India, e.g., the National Bank of 
India, the Peninsular and Oriental Banking Corporation and the 
Chartered Bank of India while others are doing only a small 
portion of their total business in India. 

The principal function of exchange banks is to finance 
the foreign trade of India. The exchange banks purchase and 
discount bills of exchange drawn by Indian exporters and they 
also collect on maturity the proceeds of bills drawn on Indian 
importers for goods purchased by them. They deal in drafts, 
telegraphic transfers payable in London and elsewhere outside 
the country. As the Imperial Bank of India has been pro- 
hibited by law to finance foreign trade except for its customers 
on a limited scale and as the Indian joint stock banks have 
neither the requisite resources nor the specialized training and 
knowledge to carry on that business, exchange banks are the sole 
monopolists as regards the financing of the external trade of 
India. In the branch of deposit banking they are a serious rival 
to our Indian joint stock banks. They have lately begun to 
take an important part in financing the internal trade at those 
places where their branches are located, iln spite of such an 
immense amount of Indian trade being carried on by foreign 
exchange banks, it is an unfortunate instance in the career of 
Indian banking to have not a single bank doing purely foreign 
exchange business. 

Indian Joint Stock Banks ■ 

It v/as in the earlier decades of the nineteenth century 
that the European merchants took the initiative of starting jouit 
stock banks in India for financing the internal trade of the 
country. The purely Indian joint stock banks called the Oudh 
Commercial Bank was started in 1881. Since then, the number 
of Indian joint stock banks has steadily increased in spite of 
serious reverses encountered many a time by the Indian banking 
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system. Diiriiig the year 1906, iii the wake of the Swadeshi 
Movement, many Indian joint stock banks came into existence 
specially in Western India, the United Provinces and the Punjab. 
But the mushroom growth of banks without any spccia.li'/ed 
kiiGwiedge on the part of the directors and managers led to a 
serious banking crisis in 191, 3 -14, when about lifty-livc banks 
went into liquidation, during the course of a single year, and 
spread panic in the public. Confidence thus being shaken, the 
foundations of many important and big banks shivered and 
tumbled down as a result of the onrush of the creditors. This 
banking crisis brought to light some of the very weak points of 
the Indian banking system and since then, efforts have been made 
to remove them. 

The joint stock or commercial banks in India play an 
important part in mobilizing the savings of the country for their 
productive employment in the furtherance of trade, com- 
merce and industry. They attract deposits from the people 
by paying different rates of interest on them. The commer- 
cial banks finance the internal trade of the countr)^ by dis- 
counting bills of exchange and collecting money from the 
drawee on their maturity. 'They also take part in the move- 
ment of produce from the village to the exporting ports and 
in the distribution of imports from the ports of entry to the 
distributing centres. The business of these banks so far as 
the agriculturists are concerned is usually confined to the larger 
landholders, the planting community and others who possess 
tangible and marketable security/ They do not engage them- 
selves in the financing of industries nor do they take part in 
the financing of foreign trade. Almost in every town of 
commercial and industrial importance there is found a bank 
or a branch bank doing a considerable business of banking. 
But still there are several urban areas which are not served by 
modern banking facilities. 

Co-operative Banks 

The co-operative banks were established in 1904 in order 
to provide a suitable financial agency that could relieve and. 
save the poor cultivators and artisans from the financial embar- 
rassments and the high rates of interest of the local money- 
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lender. Co-operative banks afford banking facilities to the 
poor requiring credit for productive employment. Tiae 
primary c.redit societies which are found working mostly/- i.n 
rural areas of the country are at the bottom of the hnancial 
structure. The primary societies are financed by central banks 
(operating in a district or a smaller area) which can secure a 
hn-ger amount of funds than a primary society by attracting a 
better class of investors in the towns. These central banks not 
only provide funds to primary societies but they also act as 
balancing centres inasmuch as they take over the idle balances 
foy investment from those societies which can spare from, their 
surplus funds. The chief function of the central banks is to 
provide finance to their affiliated primary societies. They re- 
ceive deposits from the public and increase their funds by securing 
loans from the Provincial Bank to which all the central banks 
in a province are affiliated. It forms the highest stage in the 
co-operative financial structure. Besides the primary agricul- 
tural credit societies, there are also non-agricultural credit socie- 
ties both with limited and unlimited liability which provide 
credit facilities to small traders, artisans, industrialists, labourers 
and clerks. The co-operative banks besides organizing credit 
play an important part in encouraging the habits of thrift, 
economy, honesty and sociability. 

Savings Banks 

Savings banks are chiefly meant to inculcate the habit of 
thrift and investment amongst the poor classes. Now-a-days 
it is the usual practice with the joint stock banks to open a 
separate account, called 'savings section’ for doing this business. 
There are many co-operative thrift societies, particularly in the 
Punjab, which encourage savings among those for whom they 
ru'c meant. But by far the most important agency which, has 
stimulated thrift and savings among the smaller investors is 
found in the Post-Ofiice Savings Banks wherein such a lov/ sum 
as four annas can he deposited. As they are directly governed 
by the Government through the Postal Department, thc)^ 
naturally provide a very safe and secure means of investment. It 
is suggested that with an extension of Post-Office Savings Banks 
in those areas where they are not available at present much of 
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tlic slender savings' of agriculturists, artisans, wage-earners, small 
merchants, traders and industrialists can be mobilized for the 
great profit of the country. There are no Industrial and Land 
Mortgage Banks worth the name in our country. These banits 
need a large amount of money for long term investments,. Our 
industries need an early establishment of such banks to finance 
them. It will be a boon to the agricultural classes of India if 
land mortgage banks are opened on extensive scale. 

Reserve Bank of India 

The importance of a Central or Reserve Bank in the sound 
economic life of a country cannot be over-exaggerated. There 
exists a very close relation between the maintenance of financial 
stability and a central banking organization. It was after 1920 
that the public opinion also got awakened to the .necessity of 
having a central bank for the due performance of such impor- 
tant functions as note-issue, management of cash balances and 
regulation of foreign exchanges, etc. The Imperial Bank of 
India was set up in 1921 with the idea that it would rise to the 
full stature of a central bank, but it proved only a half-way 
measure. In 1925 when the Royal Coi'miiission on Indian 
Currency and Finance presided over by Hilton-Young was sur- 
veying the currency situation of India, the control of currency 
and credit was in the hands of two distinct authorities — the 
Government and the Imperial Bank of India whose policies could 
at times he widely divergent. The Commission were of opinion 
that this state of affairs should cease to exist, and if monetary 
stability was to be achieved, there was the necessity of a unity 
of policy in the control of currency and credit. The Flilton- 
Young Commission, therefore, definitely recommended the 
e.stablishment of a Reserve Bank in India. 

But owing to some sharp differences of opinion between 
the Government of India and the Legislative Assembly on the 
question of the management of the Bank, the Reserve Bank Bill 
introduced in January 1927 could not get through the 
Assembly with the result that the Bill was eventually withdrawn 
and was again introduced in the Legislative Assembly in 1933. 
In March 193 5 applications for shares of the Reserve Bank of 
India were invited and by the middle of 1935 the Reserve Bank 
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o£ India began its regular work of controlling and organizing 
the money market of India. 

The Reserve Bank of India is a share-holders’ bank with 
Rs. 5 crores as its original share capital, divided into 500,000 
shares of Rs. 100 each, which are fully paid up. Tliere are five 
registers of shares, namely Delhi, Calcutta, Bombay, Madras and 
Rangoon. The management of the Bank is entrusted to a 
Central Board consisting of 15 Directors — ^a Governor, two 
Deputy Governors, four Directors and one Government official 
to be nominated by the Governor-General in Council, and eight 
Directors to be elected on behalf of share-holders on the various 
registers. The cumulative dividend on shares has been fixed 
at 3 ha per cent per annum by the Governor-General in Council. 

The Reserve Bank of India is authorized to carry on the 
following commercial business, viz., (i) to accept money on 
deposit without interest; (ii) to purchase, sell and rediscount 
bills of exchange and promissory notes with certain restrictions; 
(iii) to make loans and advances for not more than 90 days on 
the security of stock, funds, gold or silver, bills of exchange and 
promissory notes; (iv) to make advances to Local Governments 
for a period of not more than three months from the date of 
the making of the advance; (v) to issue demand drafts made 
payable at its own offices or agencies; and (vi) to borrow money 
for not more than one month for the business of the bank. 

The central banking functions of the Reserve Bank are to 
accept money on account of the Secretary of State in Council, 
Governor-General in Council and Local Governments and to 
carry out their exchange, remittance and other banking opera- 
tions including the management of public debt and the issue of 
loans on conditions that may be agreed upon. The Bank has the 
sole right to issue notes and this right is now exercised by the Issue 
Department which has taken over from the Governor-General 
in Council the liability of all the currency notes of the Indian 
Government. The Issue Department is kept separate and wholly 
distinct from the Banking Department and its assets are not 
subject to any liability other than the liabilities of the Issue 
Department. The assets of the. Issue Department consist of gold 
coin, gold bullion, sterling securities, rupee coin and rupee secu- 
rities equal in value to the total amount of the liability. 
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Tlie Reserve Bank of India now controls the money market 
bv acting as a bankers’ bank to the Government and the other 
banks in the country and by taking over the balances and cash 
reserves of commercial banks and by, granting them loans and 
rediscount facilities. It helps to bring out the necessary expan- 
sion and contraction of currency in consonance with the require- 
ments of trade and business at any given time. 

A special agricultural credit department has been created 
with the Bank the main function of which is to co-ordinate the 
operations of the Bank in connection with agricultural credit 
and its relations with provincial co-operative banks or any other 
bank or organisation engaged in agricultural credit. The 
Imperial Bank of India is the sole agent of the Reserve Bank at 
all places in British India where the Imperial Bank has a 
branch which was in existence at the commencement of the 
Reserve Bank of India Act, 1933. 

The Reserve Bank is not allowed to engage in trade or 
otherwise have a direct interest in any commercial, industrial or 
other undertaking. It cannot purchase its own shares or of any 
other bank or company and cannot grant loans upon the secu- 
rity of such shares. It cannot advance money on mortgage of 
or otherwise on the security of immovable property or docu- 
ments of title relating thereto, or become the owner of the 
immovable property, except so far as is necessary for its own 
requirements for carrying on business, etc. It is prohibited by 
law to allow interest on deposits or current accounts. Thus, 
the Reserve Bank does not enter into competition with the 
activities of the commercial banks or other credit agencies and 
its main functions are almost solely confined to dealing with the 
banks and the Government. 

THE TRADE OF INDIA 

■Growth' of Indian Trade/ ' 

Many centuries before the Christian era, the manufactures 
of India were famous and highly valued throughout the civilized 
World. Trade and commerce in textile fabrics and rich 
embroideries was in a flourishing condition and there arc ample 
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evidences to show that a regular mercantile traffic both by land 
and by sea was carried on between India on the one hand, and 
the Eastern and ’Western countries on the other. The principal 
articles of export were textile manufactures, pearls, diamonds, 
ivory, spices, drugs, perfumes, etc., while the imports consisted 
of gold, silver, brass, copper and tin. Ships plied extensively 
from the Western coast of India to the Western countries and a 
brisk coastal trade was also maintained between the different 
seaports of India. As early as the seventh century B. C., India 
had commercial relations with most of the leading countries of 
the world. 

The mercantile traffiic by sea, however, was gradually 
abandoned after the tenth century. But on account of the 
establishment of good means of communication through the 
North-West Frontier the overland trade of India showed a consi- 
derable improvement. Moreover, with the opening of good 
roads during the Mohammadan period and the utilisation of the 
river-system as a means of transporting agency together with 
the patronage extended by the nobility and the ruling chiefs 
specially in the production of luxury goods, the internal trade 
of the country showed a considerable increase in value and 
volume. 

The revival of foreign maritime, however, took place in 
11498 with the classic discovery of the sea route round the Cape 
of Good Hope. In the succeeding centuries the leading mari- 
time nations of Europe competed with one another for appro- 
priating the largest share of the Indian commercial trade. But 
by the end of the eighteenth century the English East India 
Company was completely successful in driving other companies 
out of the competitive arena. In the nineteenth century, the 
foreign trade of India showed a considerable expansion due to 
the invention of steamships, opening of the Suez Canal in 1869, 
the construction of a network of roads and railways in India 
and the increased political security afforded by the newly- 
established Government for the commercial development of the 
country. But the direction and the nature of India’s foreign,;, 
trade underwent a considerable change, a change which proved 
in many a respect detrimental to the country as a whole. India 
which had hitherto for centuries exported manufactured pro- 
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ducts to all tlie countries of the world gradually became, due to 
economic disabilities, dependent for those very articles upon 
the foreign industries. India became an exporting country 
of raw materials and food materials to feed the growing 
industries and population of the industrial countries of the 
West and she has not been able to recoup so far, her former 
position of unrivalled supremacy. 

But whilst India is pre-eminently an agricultural country, 
she ranks as one of the great industrial countries of the world. 
I-ier manufacturing industries are few in number and arc con- 
centrated in a few particular areas but they are of great 
importance. The largest is the cotton textile industry while 
next in importance is the jute industry. The metallurgical 
industry is of a more recent growth while the sugar industry 
has been grown by leaps and bounds after 1932. The growth 
of these and other important manufacturing industries will 
affect in an increasing degree the general prosperity of the 
people and will solve the question of middle class unemploy- 
ment. The industrial development of the country will yield 
a large amount of revenue to the .State and will enrich the 
country in so many other ways. 

No statistical estimate of the total volume of inland trade 
cleared by roads, railways and rivers can be given. Prof. Shah 
holds that the value of inland trade is above Rs. 2,500 crores 
but it is regretted that wc have to depend largely on foreign 
countries for the supply of even our absolute necessaries of life. 

To develop the Indian industries and to check the cut- 
throat competition of the cheap foreign made articles, the public 
opinion in India became overwhelmingly protectionist. The 
Fiscal Commission also recommended the adoption of a policy 
of protection on scientific and discriminative lines. It is 
necessary to "nurse the baby, protect the child and free the 
adult/’ Our industries arc still in an infant stage and need 
protection. The Tariff in India consisted mainly of revenue 
duties but in recent years, on the recommendations of the 
^Tariff Board, the Government of India has granted protection 
to iron and steel, paper, textile, sugar and match industries by 
levying the necessary import duties. 

The Ottawa Pact of 1933 committed India to a policy 
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of Imperial Preference and granted a substantial preferential 

treatment to some of the imports from the United Kingdom 
wlnle our goods wore admitted at lower rates of duty in the 
Brmsh Empnx countrres. Opinion in India has boon 'strongly 
agams the Ottawa scheme and in the last session of dte 
Assembly the members refused to renew the agreement be- 
cause Indta stands to lose a great deal by any policy of 
Imperial Preference. India's present industrial needs Lit 
protection and not a policy of Imperial Preference. The 
country will gam by haying bi-lateral commercial treaties with 
foreign countries instead of preferential duties on import and 
^port tiade. The Indo- Japanese Trade Agreement and Lees- 
Mody Pact mark a further stage in the trend of economic 
intercourse from competition to agreements.” 

. foreign merchandise into British India 

during 1937-1938 amounted to Rs. 173 crores and that of 
exports to Rs. 180 crores, leaving a visible balance of trade in 
favour of India. The mere fact that the figures of the foreign 
trade of a country have grown is. however, not in itself a proof 
of a corresponding growth of prosperity. The nature of the 
commodities exchanged must, therefore, be carefully examined 
for"L "wad ^cg^'^ding the real advantages of 

Chief Characteristics of the Foreign Trade 

The important characteristics of India's foreign trade may 
be briefly mentioned as follows: ' 

1. first imiiortant feature of India's foreign trade 

that can haifily escape anybody’s notice is that her principal 
exports consist of food materials and raw materials while her 
imports consist almost whoUy of manufactured articles. She 
exports raw cotton m huge quantities to Japan and the United 
-Kmgaom but only to import it in the form of manufactured 
cotton piece-goods. She exports oil seeds to European coun- 
tries only to get them back in the fonn of purified oils. 
Metallic ores arc exported but pure metals ar^ imported. 
Hides and skuis are sent abroad for treatment. This shows the 
predominance of agriculture and the acute dependence on ■ 
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foreign countries for the supply of machinery and other manu- 
factiirec! goods. 


Kinds of goods 

P. C. of Exports 
1937 

P. C. of Imports 

1937 

A. Food and ddnk 

18.3 per cent 

10.7 pet cent 

B, Raw materials 

43-4 .. » 

5 • I » 

C. Manufactured goods 

35 »» s!> 

80.2 j, ,, 

D. Miscellaneous 

3 -3 

4 » 


2. Another important feature is that under normal con- 
dition of trade and commerce our exports are in excess of 
imports, so that the balance of trade is always favourable to 
India. The excess of exports is almost made obligatory on 
the part of India due to her political subjection and having 
contracted debts in foreign countries for a variety of purposes. 
A large portion of the excess is accounted for the settlement 
of Home Charges which the Government of India have to incur 
in England. A large payment has also to be made for the ser- 
vices rendered by the foreign bankers, European shipping, 
insurance companies, etc., in the movement of articles of 
merchandise from and into India. However, a poition of the 
excess is imported in the form of gold and silver. 

3. As a result of the invention of steamships making 
possible the carriage of cargoes at cheap charges, the sea-borne 
trade of India has come to occupy a very large and prominent 
position in the foreign trade of India, her overland trade over 
trans-frontier countries having paled into insignificance. 

4. Although India maintains her external trade with 
most of the important countries and islands of the world, yet 
the bulk of our foreign trade is carried on with the United 
Kingdom. Out of the total imports in 1936-37 about 40 per 
cent imports into India came mainly from the United Kingdom 
and 32 per cent of exports were taken by the United Kingdom. 

5. In spite of an extensive foreign trade it is a gloomy 
feature to observe that about 98 per cent of the sea-borne 
trade .ts carried on by non-Indians in foreign ships and thus, a 
highly lucrative field of investment, employment and earnings 
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is taken away from the hands of Indians. As late as the be- 
ginning of the nineteenth century, Indians plied their own ships 
between different seaports of India and carried cargoes to 
Etiropcan countries. The development of Indian shipping 
industry is desirable in the interest of Indian foreign and coastal 
trade./ 

Chief Articles of Import 

The following table gives an idea of the principal articles 
imported into India: — 

IMPORTS OF MERCHANDISE 


(in lakhs of rupees) 


Articles 

1930.31 

1937.38 

Percentage on 
total imports 
in 1937.38 

Cotton and cotton goods 

31,64 

27,68 

15-9 

Machinery and mill work 

14,34 

17,15 

9.8 

Metals and ores 

15,92 

13,39 

7-7 

Oils 

10,9a 

18,69 

10.7 

Vehicles . . , . 

7,30 

8,92 

5-1 

Instruments, apparatus and 
appliances 

4,77 

<5,13 

3-5 

Wool, raw and manufactured . . 

2,31 

4,14 

2.3 

Artificial silk 

3,02 

4,87 

2.8 

Silk raw and manufactured . . 

2,99 

2,85 

, ,r.6. 

Dyes - . 

2,59 

5,94 

2.2 

Hardware . . 

3,60 

3,31 

1.9 

Chemicals . , ... 

2,61 

3,32 

1.9 

Provision and oilman stores . . 

4,87 

2,60 

I- 5 ' 

l^apcr and pasteboard . . 

2,86 

4,14 

2.3 

G-rain, pulse and flour 

a,8i 

12,16 

7.0 

Liejuo I's . , . . 

3,31 

2,30 

1.3 

Sugar , , . . . . 

10,96 

18 

. I 

Ilubijcr goods . . 

a ,58 

1,80 

1 .0 

Drugs and medicines 

1,93 

2,36 

1.3 

Glass and glassware 

ij64 

1,31 

0.6 

Other articles ... . , 

. 

31,82 

33,8 

19.3 
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In the wake of trade depression that overshadowed the 
world ill 1929 , India could not escape the shock as the total 
value of her external trade suffered an enormous contraction. 
According to an expert authority 'the total value of world trade 
in the third quarter of 1932 was only about one-third of the 
corresponding period of 1929/ The reader can himself estimate, 
by comparing the value of imports in 1937-38 as against tiiose 
of 1930-31, the extent of the fall in our imports. 

Cotton maiiwfactiires 

Cotton manufactures and yarn are imported mainly from 
the United Kingdom and Japan, the latter proving a serious rival 
to the former in the Indian market. Imports of cotton piece- 
goods amounted to 591 million yards of which 394 million yards 
were supplied by Japan. The imports of twist and yam were 
valued at Rs. 251 lakhs while cotton manufactures were valued 
at Rs. 1169 lakhs. Of the total quantity of piece-goods im- 
ported into India, Bengal received 31 per cent, Bombay 28 per 
cent, Sindh 25 per cent, Madras 7 per cent, and Burma 9 per 
cent. The imports in cotton goods have declined considerably 
due to the extended use of the Indian mill-made articles by the 
people. The Khadi Movement has also provided a fillip to the 
neglected handloom weaving industry with the result that about 
one- fourth of the total demand for cloth is met by this industry. 

Metals, Machinery and Hardware 

India imports every year large quantities of iron and steel 
notwithstanding the large output from our mines. Machinery 
for cotton, jute, sugar, paper, electrical plant, sewing machines, 
hardware, etc., arc imported from the United Kingdom, the 
U. S. A. and Germany. The number of motor cars imported 
in the year 1937-1938 was 15,697. 6419 cars were imported 

from the United Kingdom, 4876 from the U. S. A., 1612 from 
Canada, and tlie rest from Italy and France. The number of 
cars on Indian roads is steadily increasing. It was 185,527 in 
1937-38. 

Oils 

Mineral oils are mainly imported from the United States, 
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Paissia and Persia. The share . of the United States which was 
about 60 per cent of the total imports has now considerably 
declined while that of Russia and Persia is on the increase. 
The total imports of mineral oils of all kinds is steadily increasing 
and was 475 million gallons in 1937-38. 

Silk, Wooly etc. 

Artificial silk is imported mainly from Japan and its con- 
sumption in India has increased due to its cheapness. Piece- 
goods made entirely of arthicial silk amounted to 89-7 million 
yards while that of pure silk amounted to 23*9 million yards. 
Imports of raw silk and yarn were 280 lakh lbs., that of 
artificial silk yarns were 3160 lakh lbs. The principal suppliers 
of silk both raw and manufactured are China, Japan, Italy 
and Switzerland. ’Wool, raw and manufactured is mainly im- 
ported from Australia, Persia and the United Kingdom. Japan 
for the first time in 1934-1935 captured the major share of 
the trade in woollen piece-goods, her share being 7*3 million 
yards as compared to the United Kingdom’s share of 4*2 million 
yards. 

Stigai* 

The imports of sugar have decreased considerably both in 
value and volume due to the increase in the number of sugar 
factories in India, since the time protection has been given to 
this industry against foreign competition. In 1924-1925 the 
value of the imported sugar was Rs. 21 crores while at present 
it is below Rs. 1 crore. India is the largest producer, importer 
and consumer of sugar in the world. The new Excise Duty of 
Rs. 3 per cwt. it is feared, will afiect the industry very adversely. 

Liquors 

The total imports of wines were 4*9 million gallons while 
spirit to the extent of 3 million gallons was imported. 'The 
consumption of foreign liquors in India is increasing very 

rapidly. 

Drugs, Paper and Ckemicals 

The imports of these articles is on , the increase in spite of 
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njaiiy Indian firms whicli have, started tKe production of these 
commodities. , 

Chief Articles of Export 

The fo.!.lowing table shows the principal articles exported 
from India. 

EXPORTS 


(in lakhs of rupees) 


A.iticles 

1930.31 

1937.38 

Percentage on 
total exports 
in 1937.38 

Cotton (i) Raw 

46,72 

29>77 

16.4 

(2) Manufactured 

5,21 

•9’27 

5.1 

Jute (i) Raw 

12,88 

14,7 1 

8.1 

(2) Manufactured 

31,89 

29,07 

16.0 

Tea 

23,55 

24,38 

■13.4 

Food-grains 

29,88 

9,48 

5.2 

Oil-seeds . . . . . . 

17,86 

41,18 

7.8 

Metal and ores 

7,94 

6,12 

3-3 

Leather 

' 6,39 ; 

7»2 5 

4.0 

Lac 

I 3,15 i 

1,62 

.8 

Hides and skins 

5,46 

5,04 

2.7 

Wool, raw and manufactured . . 

.3,23 

3>72 

2.0 

■Oil cakes . . 

2,08 

2,42 

1.3 

Paraffin wax 

2,81 

5L 


Wood and timber . . 

1,41 

29 

.1 

Fruit and vegetable , . 

79 

2,08 

1 . 1 . ■ 

Tobacco . . 

1,05 

1,99 

I'. I 

Other articles 

8,93 

20,52 

•II. 4 


The comparative figures of two difTercnt periods given 
above will show that the total value of our exports is now 
much less than what it was in 1930-31 before the recent eco- 
nomic depression set in. Besides a reduction in the quantum 
of goods in our export trade, the depreciated value of money 
has also been responsible for this huge fall in the value of 
exports. 
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Jmtej raw and nianufacttired ■ ’ 

Raw jute is exported to Germany, the United Kingdom, 
Italy, France and the U, S. A. while jute manufactures, con- 
sisting mainly of gunny bags and cloth, go to the U. S» A, 
Australia, Argentine and very small quantities to other countries. 
The total exports of gunny bags has increased from 402 million 
to dl2 million bags while the total yardage of gunny cloth has 
increased from 1053 million yards to 1,600 million 3'^ards, The 
total exports of raw jute amounted to over 1,768,000 tons. 

Cottoiij raw and manufactured 

The largest proportion of our cotton goes to Japan, China, 
the United Kingdom and Italy. The export trade in yarn came 
to a close, owing to the Japanese spinning industry. Cotton 
manufactures are, however, exported to Persia, Afghanistan, 
Ceylon, Iraq, etc. Japan purchases about 2,010,600 bales of 
cotton annually while the United Kingdom's import of 
cotton from India has fallen considerably. A vigorous policy 
of industrialisation with all the facilities that go to expedite 
the successful development of an industry is sure to promote 
the export trade in cotton piece-goods. 

Grains, pulses and flour , 

India being an agricultural country exports rice (1,744,000 
tons, about 90 per cent) wheat, (21,000 tons, 7 per cent) 
pulses, (1,12,000 tons) maize, barley, etc., in small quantities 
to many countries such as the United Kingdom, Germany, 
Japan and China. The export trade of food-grains is losing 
ground in the "Western countries due to the increase in the pro- 
duction of these commodities in other places and secondly due 
to many restrictions that have been put by many countries to 
check the imports of food grains. 

Tea 

The largest customer of tea is the United Kingdom, taking 
about 90 per cent of the tda exported from India; our other 
customers are Canada, Persia, New Zealand, Australia, the 
U. S. A., etc. Exports to the United Kingdom during the 
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year 1937-1938 amomited to 288*5 million lbs. vakiec! at Rs. 18 
crores. 

Oil seeds . ■ ■ 

Tlie more important Tarieties of seeds exported are linseed, 
groundnut rapeseed, castor, sesamuiii and cottoii seed. Tlie 
total exports are now declining and have conic down to .950,000 
tons as compared to 1,124,000 tons in 1933-1934. This is a 
good sign as India needs Ker oil seeds for licrsclf. 

Hides and skins ■ 

Tile total shipment of raw hides amounted to 22,600 tons. 
The trade in raw skin is declining. 

Metal ores and lac 

The total exports of ore amounted to 5,15,000 tons. 
Manganese and pig-iron are the chief ores exported. Shellac is 
exported in small quantities. 

BALANCE OF TRADE AND ACCOUNTS 

The visible balance of trade always remains in favour of 
India. It was Rs. 7 crores in 1937-38. Large quantities of 
private treasures chiefly gold arc exported every year. The true 
balance of trade cannot be estimated by the exports and imports 
of merchandise alone. Our visible excess of exports has to pay 
for many invisible imports such as Home Charges, etc. The 
following balance of accounts should be taken into consideration 
to arrive at a real balance of trade during any particular year. 
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Exports (Credit side) . 

1. Viaue of merchandise. 

2. Private borrowings in other 
countries, 

3 . Government borrowings 
abroad. 

4. Private remittances of money 
for meeting expenses of 
schools, mission houses and 
churches. 


5. Expenses by tourists in India 
coming from other places. 


6. Miscellaneous receipts of 
money from foreign countries 


Imports (Debit side) 

1. Value of merchandise. 

2. Payment of interest and 
principal. 

3. Payment of interest and prin- 
cipal by Government. 

4. Remittances to meet the ex- 
penses of Indian students and 
tourists abroad. Money sent 
by merchants and others for 

■ their dependants in foreign 
countries. 

5. Home Charges — ^pensions, pay 
and furlough allowances of 
servants abroad, expenses of 
India Office, Capitation 
Charges and store purchases. 

6. Commissions and premiums 
paid to banks and Insurance 
Companies. 

7. Freight charges paid to 
foreign ships. 

8. Miscellaneous payments to 
foreign countries. 


Tbe Direction of India’s Trade 

It has been already pointed out that the United Kingdom 
has been the greatest customer in the import and export trade 
of India. During years, preceding the Great "War, the share 
of the United Kingdom in the import trade of India was formid- 
able amounting to about 64 per cent of the total imports. But 
during and after the War the share of the United Kingdom 
declined considerably in face of the competition from the indus- 
trially advanced countries like the United States, Germany, 
Japan and Belgium. The extent of the fall can easily be realised 
from the fact that in 1931-32 the percentage share of the 
United Kingdom in our import trade was 35*5 ony. But as 
a result of the Ottawa Agreement entered into by the Govern- 
ment of India v/itli His Majesty’s Government whereby some 
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of tlic British products are admitted into India at preferential 
rates, the United Kingdom has been successful to a certain 
extent in establishing her . markets again. Gemiany, the United 
States, Italy, and Belgium .are losing their Indian market. On 
the other .lianci, Japan is trying to dominate our market threaten- 
ing the very existence of the industrial enterprises in Iiiclia. 
Out of the important total imports in 1937-38, 40*6 per cent 
came from the United Kingdom, 15*7 per cent from Japan, 
7'6 per cent from Italy, 2‘4 per cent from Kenya and Zanzibar, 
1-6 per cent from Belgium, 1 "4 per cent from Java. 

On the export side, the United Kingdom is the largest 
purchaser of Indian goods. In recent years her share in our 
export trade is increasing. But our exports to other countries 
have declined during the same period. The percentage share 
of the United Kingdom in our export trade now amounts to 
about 32, of Japan to 14, of the United States to 9, of Germany 
to 5, and of France to about 4. 

Ittterna! Trade 

Like the. United States of America and China;, India com- 
prises an extensive area of about 1,800,000 square miles and 
offers an immense scope for internal trade. Internal trade of 
the country may be classihcd into two groups: (1) Inland 
trade, and (2) Coastal trade. 

Inland Trade 

In view of the continental divisions of the country, her 
huge population, her excellent physical features, diverse climatic 
conditions and vast natural resources, the inland trade of the 
country both in volume and in value far outweighs the external 
trade of India. Unlike foreign trade, inland trade is mainly 
carried on by Indians. The inland trade is mainly concerned 
with supplying the surplus produce of one part of the country 
to another requiring the services of a large chain of middlemen, 
traders, merchants, shopkeepers, village traders and hawkers. 
Mainly, as a result of the peace and security afforded by the 
stable government, opening of arterial and feeder roads, trunk 
and branch raiWays, development of credit and banking faci- 
lities, construction of great irrigation works for ensuring the 
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Steady harvests of the agriculturists and the utilisation, of the 
productive resources on modern organised lines, the inland com- 
merce of the country has shown an immense increase during 
the last fifty years. Although no accurate and reliable statistics 
arc available for ascertaining the volume and value of internal 
trade, yet it is estimated to be at least five or sis times more 
tluin the foreign trade of the country. There lies an immense 
scope .for the development of inland trade with the spccialisat]o.n 
in agricultural production, industrialisation of the country and 
improvements in the various means of communication and 
transport. 

Coastal Trade 

The coastal trade carried on between the different seaports 
on the extensive coastline of India is of no mean importance. 
The coasting trade is mostly concerned with the transference of 
agricultural and industrial products, and with the distribution 
of imported articles from one port to another in British India 
or Native States, The total coastal trade in 1937-38 was valued 
at about Rs. 290-5 crores. The coastal trade between Burma 
and other ports of India, particularly Calcutta, Bombay and 
Karachi is of special importance inasmuch as trade by land is 
hampered owing to the impenetrable mountains and forests 
existing between Burma and India. By developing harbour 
facilities, wherever they are not available at present and by build- 
ing tip an Indian .Mercantile Marine, the coastal trade can be 
developed to greater dimensions. 

To avoid unfair competition, e.g., rate, cutting, grant of 
rebate,?, etc., and to induce Indian capital being invested in, 
coastal shipping, the Gover,tinient of India is enacting the Coastal 
Trafiic Act of 1937. It will create a strong Indian Mercantile. 
Marine. 



CHAPTER XXI 

THE PROBLEM OF DISTRIBUTION 

Wtat is Bistribtitioxi? 

In our preceding book, it has been shown that in order to 
produce wealth the producer employs certain factors of pro- 
duction. Now, all those agents which haye united collectiyely 
to produce that wealth expect to be rewarded by a share of it. 

There must be some laws or principles .according to which 
the various agents of production should receive their remunera- 
tion in their productive activity. The principles upon which 
this wealth is distributed, apportioned or shared among tlie 
various factors of production, vf/.., land, labour, capital, orga- 
nisation and enterprise which collaborate in its production go 
by the name of the Laws of Distribution. "The economics of 
distribution, it is sometimes said, explains people’s incomes. 
The assertion is broadly correct; but the economics of distribu- 
tion is concerned primarily, not with incomes^ but with the 
mrnings of the several factors of production.” 

(Chapman) 

But the distribution of the wcaltli produced among the 
diiierent factors of production in modern times of industrial 
organisation is not so easy as it might look to a layman who 
would at once speak that each factor should be rewarded in 
proportion to its sacrifices. In fact, there is the rub, because 
it is not possible to separate the result of each individuars' 
sacrifice from that of the entire group. Owing to group pro- 
duction where several agents of production diOxn-ing both in 
quantity and quality co-operate in bringing about a common 
result, it is too difficult to determine the individuaFs contri- 
bution to final result. In the case of a peasant proprietor who 
conducts, every process of cultivation himself, the question of 
distribution docs not arise as whatever remains after making 
allowance for the depreciation of his implements, stocks and 
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capit:.al, lie is the rightful claimant of that. But in ordinary 
business of life we seldom come across with such an isolated 
type of productive activity. In a modern organised factory 
with a mimitc division of labour, all the combined resources of 
landowners, capitalists and labourers arc used by an organixer 
who directs the production of wealth and rewards each factor 
without actually knowing its exact contribution to the final 
result. It is only after the Industrial Revolution that the 
problem of distribution has occupied a very prominent place in 
our economic studies. Various theories have been propounded 
to solve the conflicting problems of distribution but, in an ele- 
mentary book of principles, it is hardly possible to write any 
thing on these intricate and lengthy controversies. 

Wkat Is to be Distributed? 

Obviously, nothing more can be distributed than what is 
produced by the joint efforts of all the agents of production. 
Persons possessing a certain quantity of labour and capital work 
upon the natural resources to produce wealth but before the 
total wealth produced in an industry is available for distribution 
among the factors that have united in its production, it has 
got to meet two other claims which are equally important and 
noteworthy, viz. 

1. Replacement of capital (both circulating and fixed) 
used up in the course of manufacturing a certain commodity. 

2. Taxes levied by the State or the local authorities such 
as municipalities, etc. 

A concrete example will better illustrate the meaning of 
what has been spoken above. Suppose a cultivator with a cer- 
tain amount of labour and capital harvests a crop of, say 
Rs. 1,000 a year. Before this sum is available for distribution 
among those who have contributed in its production, he must 
deduct the price of the grain which he has used for seed other- 
wise no money for seed shall be available for future crops. 
Again, he must cover the price of the wear and tear of the stock 
that has been used in the production of crops. If he fails to 
provide for the replacement of his implements and Hve-stock 
out of his total produce, a time must come when, in the absence 
of his stock v/hich has been gradually worn out owing to its 
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constant use, liis productive activities will come to an end. 
As for example, if lie lias purchased a bullock for hundred 
riipccy ■’iviiich expects to yield a service to the cultivator for 
ten years, lie must set aside ten rupees annually so that after the 
t. nnination of that period he may have the ready money to 
rc|')lace the old bullock by a iie-w one. Similar is the case with 
his implements, buikliiigs, ■wells, fences, etc., which deteriorate 
citKer through use or through the destructive agency of time. 
Such a fund which is set aside to make good the deterioration 
of the 'iixed capital goes by the technical name of "depreciation 
fund.” Besides these amounts, he must also deduct the amount 
of tax which he has to piaiy to the tax-levying authorities. Thus, 
after making allowances out of the 'gross product,’ viz., 
Rs. 1,000, for the replacement of the circulating capital 
(seed) at R.. 90, for the depreciation of the agricultural stock at 
Rs. 35, and for the payment of taxes at Rs. 15, there remains 
a net amount of Rs. 8(50 available for distribution among those 
who have co-operated in the production of the crop. The 
balance which is available for distribution is called the 'net pro- 
duct’ of the industry. The above may be represented as fol- 
lows. 


Gross Product Rs. 1,000 


Replacement of 

. 1 

Depreciation 

Taxes 

Net Product 

circulating 

Funds Rs. 35 

Rs. 15 

Rs, k6o available 

capital Rs. 90 

for disiribution 


It must have been clear to the students by now that the 
amount which can be distributed as income among tbosc? who 
have taken part in any industrial enterprise is the 'net product’ 
of the industry. In this way by calculating die 'net products’ 
of the diflhrent industrial enterprises, we can find, out die total 
net product •which is available for distribution among all tbc 
agents of production in a country. The total net product 
created by the productive efforts of community in a fixed period 
of time is generally called the ’National Income or National 
Dividend. "The labour and capital of the country, acting on 
its natural resources, produce annually a certain net aggregate 
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of commodities, material, and immaterial including services of all 
kinds. This is the true net annual income or revenue of the 
country.” The amount of national income determines the 
extent of consumption of the people living within a community 
— the greater the amount of National Dividend, available within 
a community, the fuller is its consumption and vice versa. 

The Shares in Distribu-tion 

While studying production, we have shown that land, 
labour, capital, organisation and enterprise — all factors co- 
operate in the production of wealth and as such they are entitled 
to get a share out of the 'net product’ of an industry in pro- 
portion to their respective contributions. A good many writers 
on the subject have expressed disharmonious opinions in respect 
of those who are the real contributors to wealth production. 
Some think, as Penson remarks aptly, that those who can be seen 
taking part in the work of the farm, the factory, or the office, 
are the only contributors; others consider that those should be 
included who have in any way assisted either by personal service 
or by placing their property at the disposal of the workers. 
But we must remember that if any one of the services which 
has either directly or indirectly contributed to the final result 
is .not remunerated, it would cease to be employed. All the 
incomes which arc derived from the net product of the business 
are payments for service, and without service rendered there is 
no income. Thus, the share that accrues to land is called 'Rent;’ 
the share that accrues to labour is called 'Wages;’ the share that 
accrues to capital is called 'Interest;’ the share that accrues to 
organisation’ is called 'Earnings of Management’ or 'Salaries;’ 
and the share that goes to enterprise is called 'Profit.’ It is 
With these different forms of shares that the problem of distri- 
bution is concerned, and while analysing the system of distri- 
bution in the following chapters wq shall consider separately 
tile princMpies underlying the determination of each of the.se 
shares. 

D.-derent agents of production which render their services 
in the production of wealth and their corresponding reniunera- 
tio.n are .shown in the diagram on page 416. 

1.11 the same diagram, organisation and enterprise have 
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been divided into separate Heads because sometimes tlie entre- 
preneur acts in more than one capacity. In a modern type 
of joint stock company which is the most typical form of in- 
dustrial organisation, the shareholders who arc the real under- 
takers of risk render a twofold service. The management oE 
the industry is being assigned to the salaried managers of good 
organising capacities, whilst the shareholders contribute capital 
for which they get interest and for the risk which they under- 
take, they receive profits in the shape of dividends which are 
declared half-yearly or annually. It may be said here, therefore, 
that the income may be derived from more than one source. 
An individual may derive his income by providing one single 
factor or more than one factor in which case his income will 
depend upon the number of types of services he lias rendered 
and a separate treatment of his income due to each factor will 
have to be made. For example, the income of a manual labourer 
consists exclusively of wages while that of a peasant proprietor 
who owns his own land, employs his own capital, organises his 
farming operations and undertakes all risks consists of rent, 
interest, salary (earnings of management) and profits. Simi- 
larly, a managing proprietor may be said to have an income 
composed of interest, salary and projfits since he provides not 
only capital but organisation and enterprise also. Although 
all those who derive mixed income by getting more than one 
share from the different types of services, seldom care to draw 
any distinction between its component parts, yet all these various 
forms of income are quite distinct from one another and demand 
separate treatment. 

General Tlieory of Distribution 

Now we come to the more difficult question of liov/ the 
net product is distributed among the various factors of pro- 
duction. On what principles the different factors are taken 
into service and evaluated? To deal in a more practical way, 
distribution takes place somewhat in the following manner. As 
a result of the demand for commodities by a community, in- 
direct:!}' there is also a demand for the various factors of pro- 
duction, because v\rithout a close combination and co-operation 
of these factors no production is possible. On this strength the 
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enterpriser who is the initiator of the productive processes em~ 
ploys tiic services of the different factors of production at rates 
determined by the interaction of the forces of demand and 
supply. The enterpriser, before the actual initiation of his 
business, studies the market conditions and calculates how much 
and at what probable cost he will be able to p,roduce and. at 
what price he will be able to sell, thereby finding out the 'net 
product’ of his industiy. If he expects a margin of profit he 
strikes bargains with the various owners who supply the factors 
of production, taking care that what he contracts to pay them 
will leave a sufficient margin for the remuneration of his own 
services. These contractual incomes to the various suppliers of 
the factors of production are, paid by him in instalments, and 
are not affected by what the net poduct is going to be at the 
end of the year. But no provision has been made by the enter- 
priser for his own services. If the residue, after meeting the 
claims of the factors entered into contract, results in a surplus, 
it is the fe-ward of his enterprise, and if on the other hand, the net 
product is less than the sums paid out to the fact:ors employed* 
the loss would be borne by him. 

Having explained the position of the enterpriser in relation 
to the other factors of production, we arc now in position to 
answer the question raised in the beginning of this section, viz., 
on what principles the services of the factors of production arc 
evaluated? Although the services rendered by the different 
factors are quite distinct, yet they resemble commodities in this 
respect that they, like so many commodities, have their market 
prices which are determined, like the prices of articles, by the 
interaction of the forces of demand and supply. The enter- 
priser cannot dictate the reward of any particular service; he, 
like an orclina.i'y buyer in the market, has a maximum price for 
each service beyond which he will not exceed and the sclle.r, 
yvA., the owner of the factor has a minimum price below which 
lie will .not prefer to give his service. The maximum o£ the 
enterpriser will be determined by the marginal output or the 
marginal productivity of the agent he employs, i.e., the product 
Ox the final addition of the factor represents the demand price 
of that factor. On the supply side, the remuneration of each 
factor of production tends to equal its supply price. Between 
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these tAVO limits, like the price of a commodity, prices of each 
agent of production will be . determined at the point where 
equilibrium is reached according to the relative strength of 
demand and supply existing at the time. So at any given time 
or place, the price paid for the service of any agent measures 
both its marginal productivity and its marginal supply price. 


28 



CHAPTER 3£XII 


RENT 

Tlie Popular MeaainLg of Resit 

In popular language, the word 'Rent’ implies the periodica! 
payment made by the tenant to the landlord or owner for the 
use of land, or houses and other loanable material agents such 
as machinery, forests, mines, and fisheries. The popular con- 
ception of rent is too vague and lacks scientific precision. In 
everyday language, the whole of the income accruing say, from, 
the ownership of a house is erroneously termed as rent. The 
so-called rent can be divided by an economist into two distinct 
.elements. The payment for the use of a house includes .not 
only the amount paid for the site of the building which is 
known as economic rent; hut it also includes payment for the 
investment of capital in the form of building and this latter 
return is .not rent but interest. In this case, probably the pro- 
portion of income going to the house owiici.* in the shape of true 
rent for the site is much, smaller than the amount realhed. by 
him in. the shape of interest, depreciation allowances, remunera- 
tion for r!.sk,s, and profits for e,(iferpi.‘i,se and management on his 
capital invested in the building. Similarly, a cultivator may 
tlrink tliat he pays so much rent for his farm, not realising that 
only a part of that is really rent, the rest is interest on the capital 
which has been invested by the landlord in farm- buildings, 
wells, drainage, fencing, etc. 

RcQiioniic Rent 

fn Economics, .however, 'rent’ is used in a diffev^ent acjcl 
more precise sense. It is the income, either in money or in 
kind, accruing to the owner from the productive ernploynicriC 
of any natural agent of production. Rent is the paytnent for 
the use of the original and indestructible powers of the soil 
and is .measured by the differenUal advantages or sin- pi us enjoyed 
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by the superior land and other objects, the supply of ^7dlicll 
cannot be increased at human will, over the less favoured : ones. 
As Marshall observes, "the income derived from the owneiyhip 
of land and other free gifts of nature is conimonly ealled rent.” 
It should be remembered that all the income resulting from the 
improvements made in or upon land by the landowners is called 
'interest’ in contradistinction to 'rent’ which is purely a return 
from a natural agent of .production. In the economic ■ seiiseyJt. 
matters little whether it is paid by the tenant to the landlord, 
or by one person to another. As a matter of fact, the owner 
of the land may himself put it to some form of productive use, 
or may let it out to a tenant. In either case, he realises an. 
income which is known as 'rent.’ 

Economic rent is the producer’s surplus which land and 
other natural gifts yield over cost. Let us illustrate the point 
in question with a concrete example. It is a common experience 
of all that lands vary in productivity owing to differences in 
natural fertility sit mt Ion. Suppose three plots of land X, 

Y and Z of equal size are cultivated by different tenants of 
similar ability. Let us further suppose that with the same 
amount of expenses say Rs. 30 (which exclude rent but include 
v/ages for their labour, depreciation allov/aiices for their cattle 
and fixed capital, etc., and normal profits for their enterprise and 
management) tlie plots yield a produce amounting to Rs. 150, 
Rs. 100, and .Rs. 50 respectively. The stsrplus after rneetiag 
all the expenses of production (i.e., Rs. 50) on the respective 
fields is as follows: X field yields a surplus of Rs. 100, Y field 
yields a .surplus of Rs. 50 and Z field yickls no surplus, as its 
produce just pays the eitpenses of production and no more. 
Nov/, the two former fields enjoy a dilferential advantage or 
surplus of Rs. 100, and Rs. 50 respectively over the field 
wl'iich, in Economics, is called the 'no~rent’ land or land o.ii the 
fmargin of cultivation.’ It cannot afibrd to pay any rent for 
the produce obtained from it just meets its expenses of cuitiva-- 
tion whereas the cultivators- of X-and Y fields can hand over 
the surplus of Rs. 100 and Rs. 50 respectively to the landlord 
from whom they have taken land on hire. This additional 
amount or surplus is designated as 'producer’s surplus’ or 'eco- : 
nomic rent’ and it is due to. the natural advantages enjoyed by 
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the superior land over the marginal land. In passing it may 
be pointed out that this surplus' and consequently the margin 
of cultivation is not a fixed thing but changes with a rise or fall 
ill the prices of the produce. The 'economic rent’ goes to the 
owner in the shape of producer’s surplus, if he himself cultivates 
Jus land, or in the form of economic rent, clthscr in kind or 
money, if he lets it out to his tenants. It goes without saying 
that this surplus varies with the fertility and siiuation of land. 
The more fertile and better situated a field is, llie greater would 
be its surplus in comparison to the less fertile and less favour- 
ably situated field. Hence, economic rent is a sort of dificrentia] 
gain that accrues to the owner of the land by reason of the 
relative advantages of fertility, or situation, or of both which 
a particular plot of land enjoys over a less productive land or 
a marginal land. 

Contract Rent and its Deterssimataoii 

The distinction between economic rent and contract rent 
is a significant one which must not be lost sight of. By con- 
tract rent is meant the amount of rent, whether in, kind or 
money, Avliich the tenant pays to the landlord for the use of 
land and which is decided between the two parties by mutual 
agreement or contract. Economic rent or producver’s surplus 
•fixes the maximum limit beyond which 'a tenant would not con- 
sent to pay, and it is significant inasmuch as it forms the basis 
in the determination of contract rent. It is not .iicccssary that 
the whole of the economic rent may be paid by tlic cultivator 
bur under competitive conditions a landlord can legitimately 
make his tenants part with the economic rent. Contract rent 
is paid because of the economic rent; it follows, therefore, that 
no contract rent would arise in the absence of economic 
mvt. 

Contract rent, like the price of a commodity, is dctcrniincd 
by the conditions of demand for and supply of land. Demand 
for land arises because there is a demand for its produce. Tjic 
price which the landlord can make his tenant pay for rlie use 
of land will be determined by the latter’s estimate of the total 
proceeds of the produce arising from a particular field at a 
particular period of time. In order to find out the surplus he 
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will deduct from tlie sale price-' of the produce all his expenses 
o£ cultivation and this surplus, which is in reality the economic 
rent, is the maximum that he can pay to the landlord. This 
maxinrum price varies with the character of the soil and its 
situation from the market. On the supply side, the landlord 
for his fields has got his minmmm price got by him from an 
estimation of die probable amount of crops and produce, which 
would be raised on that land. If he failed to get this minimum, 
he v/ouid rather prefer to cultivate his fields himself, or put 
it to some other use. Like the price of a commodity, the con- 
tract .rent is fixed between these two points — the tenant’s maxi- 
mum and the landlord’s mmimum — by the higgling and 
bargaining of the two parties. If the demand for land is brisk 
amo.ng tenants, the rent will tend to reach the maximum of 
the tenant who needs it most and the landlord will have greater 
opportunities of exacting the full economic rent. If, on the 
contrary, there is little demand for land and the supply is 
greater, the rent will tend to approximate to the landlord’s 
minimum and. the tenants will have a stronger voice in bar- 
gaining. 

Here it must be pointed out that in old countries which 
are heavily populated, and whei'e pressure on land is acute owing 
to the dominance of agricultural population, the contract rent 
tends to approximate to the producer’s surplus, i.e., to the eco- 
nomic re.nt. India and China afford good instances of this 
tendency. In our country, cases are not wanting wdiere tenants 
besides paying the full economic rent are sometimes induced to 
part with a portion of their normal profits. The cultivators 
stick to their present condition because it gives them at least a 
living which they cannot hope to find in any other occupation. 
But in a country, where population is evenly distributed among 
difFereiit occupations and where mobility of labour and capital 
from a less profitable occupation to a more profitable’ occupation 
is fairly available, the contract rents do not exceed economic 
rents. Again, in new countries, v/here the supply of land is 
abundant and the demand for it is much small in consequence 
ot the scanty population, the contract rent is likely to approach, 
the mininTum of the landlords. 
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How Rent Arises s Ricardian Theory of Rent 

Ricardo, a famous Englisli economist of the elassical school, 
formulated a theory of land . rent which, in essentials, may be 
regarded as the basis of the modern theory of rent. l.aiid 
; being the most typical form of natural agent, Ricardo confuiecl 
his attention to it while espkining the nature and <->rig;n of rent. 
His theory of rent is closely associated with the operation of 
the Law of Diminishing Pveturns. Following the line of argu- 
ment adopted by Ricardo, his theory may be summarized as 
follows: 

Let us suppose that an isoktccl tract of ,a country, hitherto 
quite cut off Aom the rest of mankind, is newly colonised by 
a few settlers, and further assume that the land available in 
this tract is not of equal fertility but of different fertility?- say, 
A, B, C and D class land in merit of descending scale of quality. 
In these circumstances, according to Ricardo, the most fertile 
and the most favourably situated lands arc cultivated first, and 
as long as the best quality of land (A class land) is available 
for cultivation no differential prolit and, therefore, no rent 
will arise. 

With the increase in population and due to the inadcqisacy 
of the output of the first class land to meet the increased demand 
for the produce, a rise in the price of agricultural jiroduce takes 
place, as a result of which land of inferior quality (B class land) 
comes into cultivation. This resort to the inferior soil is due 
to the operation of the Law of Diminishing Returns, if there 
Wi'erc no diminishing returns, then all the produce necessary to 
satisfy the needs of the population would have been raised from 
A. quality of land by cultivating it intensively. As soon as the 
second quality of land is brought into cultivation, rent emerges 
and its amount will depend upon the diifcrencc In the produce 
raised on. A and B qualities of land witli equal doses of Iribour and 
capital, '.rhc land .B is now said to be the land on the margin, 
of cultivation. It just pays for the expenses of production and 
yields n.o surplus to be paid as rent. To illustrate this in a 
numerical form, we may assume that with an equal nmount of 
expenditure and with the same methods of cultivation, the A 
class land yields a return of 40 seers of wheat while the B class 
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land yields only 30 seers. The cost of production o£ wheat on 
the B class land being higher than the A class land, the price 
which rules in the market must cover the expenses on the B class 
land. The land A enjoys a surplus gain of 10 seers of •wheat 
which is known as economic rent. The B class land does not 
enjoy any surplus and is classed as a no rent land. 

With, the lapse of time as the population goes on increasing, 
is becomes necessar)’- to cultivate still inferior soils, viz., the G 
class land. It yields a smaller quantity of produce as compared 
to the B class land with the same doses of labour and capital., 
Tlie B class land will begin to bear a rent equal to the difference 
in the produce raised on it and the C class land while the land 
A will pay a higher rent due to the increase in the surplus enjoyed 
by it over the C class land. 

With every fall in the margin of cultivation, rent increases. 
When the D class land is cultivated, the other three lands A, 
B and C become superior lands and begin to bear rents equal to 
the surpluses enjoyed by them over the D class land. "'With 
every step in the progress of population, which shall oblige a 
country to have recourse to land of a worse quality to enable it 
to raise its full supply, rent on all the more fertile lands will 
rise,” and will always be equal to the difference between the 
produce of a given quantity of labour and capital on the more 
fertile land and the marginal land at any given time. 

The price of all agricultural produce is determined by the 
cost of production on the land which is on the margin of cul- 
tivation, if the produce raised on this land is required to satisfy 
the needs of the community. It enjoys no surplus and hence 
could not afford to pay any rent. Rent is not an element in the 
co.st of production of the produce raised on the marginal land 
atid, therefore, it does not enter into the price of the agricultural 
produce. "The exchangeable value of all commodities -^vdie-dier 
they may be manufactured or the produce of land, is alw’-ays 
regtiiated by those who continue to prodtice them under the 

most niifavourable circumstances corn is n.ot high 

because a rent is paid but a rent is paid because corn is high.” 

The Ricardian theory of rent embraces tv/o margins — a re- 
sort to inferior lands leading to an extensive margin of cultiva- 
tion and the Law of Diminishing Returns leading to an intensive 
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margin o£ cultivation. When additional doses of labour and 
capital are applied to the existing lands instead of taking recourse 
to inferior lands, the system of cultivation is known as inten- 
sive cultivation. In conformity with the Law of Diminisliiiig 
Returns the successive doses of labour and capital, applied on 
the same piece of land, vdll yield a diminished produce and a 
stage will soon be reached when the extra produce will just I’e- 
rnuncrate the additional doses of labour and capital applied to 
it. The dose of labour and capital which just remunerates the 
cultivator is called the marginal dose and regulates the price of 
agricultural produce in the market. The surplus enjoyed by 
the previous doses is a differential gain and is an economic rent 
under intensive cultivation. Even if all lands were of the same 
quality or if a supply of the best lands were unlimited, there 
would have been rents due to the operation of the Law of 
Diminishing Returns and the fall in the intensive margin of 
Cultivation. * 

Bearing in mind the result of our previous discussion, the 
theory of rent can be illustrated by the follovdng diagram, 



On the X-axis we have taken the successive doses of labour 
and capital applied to the same class of land and on the Y-axis 
we calculate . the respective returns. The first dose of OA yields 
an output of 40 seers indicated by rectangle OALY ; the second 
dose AB yields an output of 30 seers indicated by rectangle 
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ABST; the third dose yields an output of 20 seers shown by 
rectangle BCRP, and the fourth dose CX yields an output of 10 
seers represented by rectangle CXPQ. The fourth dose is as- 
sumed to be a marginal dose yielding only a marginal produce 
as is indicated by the line drawn through PQ, As the margi- 
nal dose CX determines the price of the whole product, there- 
fore, the shaded area represents the rent of the whole of the land 
wdiich can be claimed by the landowner in consequence of the 
operation of competitive forces. The total prodi-cc realised 
from successive doses upto the margin is 40T30-i-20T 10 or 100 
seers of v/heat and the cost of four doses incurred in its raising 
is 10X4 or 40 seers of wheat. Therefore, the economic rent- 
under these circumstances is 100 — 40 or 60 seers of wheat wdiich 
can be exacted by the landowner, if the competition between the 
landlord and the tenants is in its full swing. 

Margin of Cultivation 

The conception of margin of cultivation is not a static 
one. Any change in the price of the produce brings about a 
change in the margin of cultivation. A slight rise or fall in the 
price of the produce may change the status of the marginal land 
into a super-marginal or sub-marginal land. With a rise in the 
price of the produce it becomes profitable to extend both exten- 
sive and intensive margins of cultivation as the extra rise in the 
price of the produce enables even sub-marginal cultivators to 
supply their produce in the market. Similarly, a fall in the price 
of the produce v7ould lead to a contraction of the margins under 
both the systems of cultivation, as the lower prices would bring 
smaller amounts of money which would not remunerate the 
expenses of marginal doses either on morck^fertile lands intensively 
cultivated or on lands at the margin of extensive cultivation. 

Griticism of the Ricardian Theory 

Accordingly, Ricardo considered rent as that portion of 
titc produce of the soil which goes to the landlord 'for the use of 
the original and indestructible powers of the soil.’ The com- 
parative scarcity of the most fertile lands’ lie maintained 'is 
the cause of rent.’ His theory about the nature and origin of 
rent has been attacked by several economists wdio have pointed 





out that the order of cultivatioii from richer to the poorer lands 
as assumed by Ricardo, is historically untrue. On the contrary, 
they maintain that the .work' of cultivation invariably com- 
ir, -uiccs on the poorer soils passing on to the richer soils as popu- 
lation increases, and show that at first men take up poor soils 
becaase they arc light and easier to cultivate. But it must be 
stressed that the order of cultiviation by which he enunciated 
the phciionicnon of rent is not the essence of the theory; all he 
wants to prove is the fact that rent is a ditferential natural 
return of the fertile land over the inferior one. The produc- 
tivity of land is a relative conception, 'If a certain amount of 
capital and labour will yield more when applied to a light than 
to a heavy soil, the light soil is, in the sense of the Ricardo’s 
tltcory of rent, the more fruitful, although it may be possible to 
produce more on the heavier soil by applying a greater amount 
of labour.’ He understood by the best land, the land which 
gives the maximum yield in return for the mmimnm amount of 
labour. Another objection made to the theory is that original 
powers of the soil, in an old country, arc not capable of an easy 
nieasurement. It cannot be found out how much of the pro- 
duce is due to the 'original and indestructible powers of the soil’ 
and how much to the improvements that have been effected 
over it. Again, the word 'indestructible’ is misleading as the 
fertility of land is exhaustible, if it is continuously ploughed. 
But excluding fertility, there are other qualities of the soil 
such as the climate, the extent, the situatioit, etc., which are 
pacticaily indestructible and which play no mean part in deter- 
mining the differential advantages. Therefore, the theory may 
be modified but its fundamental conception remains unaltered. 

Moreover, the Ricardian theory holds true untlcr certain, 
hypothetical conditions where competition between the land- 
lords and the tenants and between competing tenants is fully 
elective. The theory assumes that the inferior class o£ land 
is freely available to the cultivators, that the marginal land 
always determines the price of the produce, and that a fall in 
the. price of the produce always leads to an abandonment of the 
marg,inai land. But in actual practice the full play of com- 
pet.ition may be held in check owing to customary rents, or the 
cordial relations between the tenants and the landlords, or the 
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public opinion, or by State legislation. As Penson rciTiarks, 
“From considerations of custom or sentiment, or from absence 
of practical knowledge or bargaining skill on the part of the 
landlord, farms are often let at rents below those whdeh could 
be obtained under conditions of ordinary competition.” 
Instances are not wanting as in India when the ignorant culti- 
vators are forced to cultivate their holdings and pay cori- 
tractiial rents higher than economic rents to their landlords 
owing to the excessive pressure of population on land and lack 
of other occupations. In such a case even the no-rent land 
will begin to pay rent as the rents realised by the landlords 
from the necessitous cultivators are uneconomic. Although in 
working out its results the theory may be modified, yet the 
essentials of the Ricardian theory remain intact to this day. 

Rent does not detei'mine Price 

From the above it must have been clear to the readers 
that rent depends upon the price of the produce which is 
determined in the market by the interacting forces of demand 
and supply. If they have followed the argument of the theory 
intelligently, readers should not feel any difficulty in bringing 
back to their memory that the problem of rent comes into 
existence only when there is a rise in the price of the produce 
of land or a resort to inferior quality of land. The moment 
the second class land is brought under the plough, the first class 
land begins to pay a rent equal to the difference of the value 
of produce between two classes of land. The mere fact of 
bringing tlie second class land under cultivation docs not give 
rise to the problem of rent. It is, in fact, the increase in price 
of wheat that has made possible the cultivation of inferior 
quality of land causing thereby a surplus produce on the first 
class land, otherwise known as rent. Therefore, it may be 
said that rent has nothing to do in the determination of the 
price of agricultural produce. Price determines rent; a slight 
rise or fall in the price of the produce brings about a reciprocal 
increase or reduction in rents. A further consideration over 
the statement will make the argument clearer. 

It is a known fact that for the same quality of produce 
there rules one single price at any particular time in the market 
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irrespective of the quality of land which produces it. There 
are different qualities of land; — -fertile, moderately fertile and 
inferior lands — from which the. produce is raised in order tO' 
meet the total demand of the market. And the price of the 
produce, say wheat, in the market is fixed, in the io.iig run, by 
the cost of cultivating the marginal land. The worst land on 
tlie extensive margin or the marginal dose of. labour and capital 
in, the intensive margin produces just enough to cover the ex- 
penses of production and leaves no surplus for rent. Hence, 
rent forms no part of the price of agricultural produce as no 
rent is paid either on the extensive margin or o.u the intensive 
margin. Therefore, it may be concluded that when marginal 
cost of production does not include rent and when price is 
determined by the cost of production on the marginal land, 
it is not the rent that decides the price but it is the price that 
determines rent. 

High price of agricultural produce is the cause and not 
the result of high rent. If no rent were paid for any land, 
prices would not be lower than they are. Supposing, if the 
landlords were to remit rent, the price of w.heat would not be 
affected. The price will be determined, a.s usual, by the cost 
of raising wheat on the marginal land and the demand for 
produce remaining the same, its price will remain unaltered 
and, therefore, the remission will be appropriatetl by the tenant- 
farmers without benefiting the consumers in the feast. As 
Ricrado says: "Corn is not high because rent is paid, but 
rent is paid because corn is high, and it has been jusLly observed 
'that no reduction would take place in the price of corn 
although landlords should forego the whole of their rent. 'That 
corn which is produced by the greatest quantity of labour is 
the regulator of the price of corn, and rent does not enter ist 
the feast degree as a component part o:f its price.” Certainly 
rent enters into price in the sense that rents are paid out of 
the sums received in the form of the prices paid for tilings. 
Rut it docs not enter into price in the sense that it governs pi’ice 
of the produce, or that it is one of the elements of cost which 
determines the supply price of anything. 

Consider again the rent of a shop situated in the centre 
of a market for which the shopkeeper pays to the landlord a 
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BigK rent ill comparison to another whose shop is not so fayour- 
ably sirnnted from the point of view of marketing. The 
former shoplteeper charges high prices from his customers not 
bccatise he lias to pay a high rent but because he could get high 
prices for his articles, irrespective of the amount of rent he lias 
to pay, from his customers owing to the convenient situation 
tuccupicd by that shopkeeper. Therefore, high rent which, is 
«;lue to the favourable situation is the effect of high price and 
not its cause. 

When does rent enter into price? 

There are, however, certain circumstances under which 
rent does enter into price. It has been pointed out that 
marginal land does not bear rent, for its produce is only just 
enough to cover the expenses of cultivation including iiornial 
wages and profits of the cultivator. But , when rent comes to 
form a part of the marginal cost of production, it will enter 
into the price of the produce. 

1. If the State which has the monopoly of land in a 
country, forces the tenants cultivating the worst types of lands 
to pay rent, then this portion of rent will form a part of the 
price of the agricultural produce. Similar results follow when 
landlords combine together and charge monopoly rent even 
for the worst land. This rent, when it forms a part of the 
marginal expenses of production, affects the price of agricultural 
produce. 

2. If a land is paying rent under wheat cultivation and 
if it is brouglit in use for sugarcane cultivation, it will have to 
])ay the same rent which it was bearing formerly even though 
for the latter type of cultivation, the land becomes a marginal 
one. The ma.ginal sugarcane producer will have to pay the 
same amount of rent to the landowner which he was formerly 
getting -and so this re.nt paid for the marginal land will affect 
the prices of sugarcane in the long run. 

E.en.t of 'i5iiildiii.g Sites ’ 

The rent of building sites is determined in accordance 
v/itli tiic principles already explained. . "There arc no-rent 
building plots in abundance. Every township has its squatters 
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wliose cabins, placed out of tlie way on worthless land, pay no 
rent, Even in the neighbourhood of large cities, shanties are 
perched on the rocks without objections from tlie owners of Irur:! 
which, in another twenty or fifty years, may bear a high rent.” 
The resit of buildings depends almost entirely sipon the relative 
advamnges of situation and productivity (rcsidertial or bissi- 
ncss advantages) of the various sites, and may he regarded as 
being mcasuiixi upwards from no-rent waste land vdiich is 
useless for building purposes. It must not be forgotten that 
the rent of a house (or other building) is a composite income 
of which one part consists of rent for the site and tiic other of 
interest on the invested capital in the building. Here we take 
into consideration "ground rent” only. 

As regards rents for residential purposes, the superiority 
of one site over the other consists in natural beauty, healthiness, 
convenience and fashionableness of the locality under con- 
sideration, Fashionable localities, where rich and well-to-do 
people reside, command higli 'ground rent.’ In regard to busi- 
ness sites, situation plays an important part in determining the 
economic rent of the site. Situation implies siicli qualities as con- 
venience, fas'hionablencss, intensity of tralfic, etc., which attract 
a large number of customers. Convenient localities, where 
fashionable and rlcli classes do their shopping, command higher 
ground rent tlian tliose v/hich are bats favourably situated. 
Fo‘.* insta.nce, the occupier of a shop in, such a great shoprdng 
thoroughfare as Ciiandnl Cbiowk, Delhi, will be made to pay 
a far big, get economic rent than the occupier f)f a similar sized 
shop in a less known area of the city. Landlords charge lugli 
economic rent in the former case because they know that 
the shopkeeper can charge high prices or obtain a very large 
turnover owing to the convenient and fashionable place of 
shopping. The high prices are not due to the high rents but 
due to the differential advantages of situation. 

Rent €»f MineSj Quarries and Fisheries 

The law of rent is not entirely applicable in the ca.'^c of 
mines and quarries which differ from the farming lands in 
that the latter will retain their fertility and continue to yield 
harvcfits year after year indefinitely, if properly v.mrkcd, 
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wiiexeas the , former contain fixed .stores wliicli once worked 
get exhausted after a time' for ever. The rent paid i'or 
mincs and quarries includes (a) payment Itnown as RoyaJty 
or Nazrana or compensation for the material rcniovcds and 
(/.') a differential payment analogous to rc.nt in respect or 
convenience of situation and facilities of working. la the 
latter respect mine rents resemble agricultural rents. Of two 
mines which yield similar quality of product with, a given 
amount of labour and capital, that one vzill comm ami a higher 
economic rent which is better placed in respect of markets, 
etc. Hence, the payments made to the owner of a mine for 
the differential advantages are certainly of the nature of rent. 
The rent of mines, like farming lands, is measured upwards 
from the marginal mines which just cover the expeiises of pro- 
duction incurred in the extraction of minerals and yield no 
surplus for rent. Above these are mines which pay rent 
according to their productivity and situational advantages. 
Tlie Law of Diminishing Returns operates in the case of mines 
as in farming lands leading to an extensive as well as an intensive 
margin. With a slight increase in demand for mineral pro- 
ducts, less convenient and inferior mines may be taken up for 
extraction, and in the superior mines more doses of labour 
and capital in the shape of more costly and improved methods 
may be applied for the extraction of additional products. 

•As regards fisheries, it is held by many economists that if 
they are carefully worked, they give a satisfactory yield year 
after year like farming lands. When their stock is inexhaust- 
ible and a perpetual return is obtainable from them like tbiC 
agricultural land, the rent of fisheries will be determined in the 
same way as the rent of land. Rent will arise on rich fisherie.s 
and it will be measured upwards like the agricultural rent from 
those inferior fisheries which by reason of low productivity or 
inconvenient situation are regarded marginal. 

Factors Affecting Rent, 

Pvent is dependent upon the market price of the produce. 
A slight iftil in the price of the produce raises the. margin of 
cultivation leading to a fall in rents, whereas a slight increase 
in the price will, lead, to an extension of the niargiii of culdvation 
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caxising rents to rise. Rent, therefore, is affected by all factors 
■which afl-ect the price of the agricultural produce. Let tas 
examine all those factors and 'find out the eft'cct of eacli:— 

L lii:j}Yovcd Methods of Cnltiuatiou. Improvcmcnis in 
the methods of cultivation which include the use of better 
tools aru.! irsipioments, more powerful fertilisers, lAUlcr rota- 
tion of crops, greater 'use of juachiacs for pio'ughing the fields, 
sowing, irrig'ating, cutting and threshing the Ci'ops, etc., com- 
monly lead to an increased produce at a iower cost per unit 
of output. That is to say, the same amount of proditcc in 
consequence of the improved methods of cultivation can be 
raised from a smaller area or increased quantity of produce 
from the same land. The increase in the total supply of grain 
(the conditions of demand remaining the same) will cause the 
price of grain to fall; the inferior class of land will be aban- 
doned, the margin of cultivation will rise and rents will tend 
to fall. Rent arises due to the operation of the Law of Dimi- 
nishing Returns, and, other tilings being equal, improvements 
ill the methods of cultivation over a wider area will check the 
operation of the Law of Diminisl-iing Returns, and, therefore, a 
resort to the inferior class of land, '.fhe diilerential advantages 
being less between the superior and inferior classes of land, 
rents will fall. 

2. Improved Means of 'Transport, Tlic impnived means 
of transport and communication iiiHucncc rents in a variety 
of ways in different localities. Owing to the reduction in the 
cost of transport, the surplus produce grown on more distant 
fertile lands will compete successfully with the produce grown 
on. less fertile lands as a result of which the prices 
of agricultural produce will go down; when prices tend to 
fall, inferior lands will be abandoned, margin of cultivation 
tvould ascend and consequently rents would fall. An area, 
where agricultural products arc raised in suilicient quantities and 
prices arc generally low, if connected by an improved and 
cheap system of transport to a new area where the agricultura.1 
products can be sold at a higher price, then tlic rents in the 
/former area 'W-ill tend to rise and in the latter tend to fall. 
Accordingly, whc,ii England and other industrial countries of 
the West were linked up with America, Canada a.nd India by 
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means of cheap railways and steamships, rents in the latter 
group began to rise in consequence of a rise in the prices of 
agricultural produce while in England inferior lands which 
were on the margin of cultivation were forced out of cultivation 
causing rents to fall down. 

3. An Increase in Population, An increase in population, 
other things being equal, will lead to an increased demand for 
produce causing prices to rise. This rise in prices will enable 
cultivators to bring into cultivation inferior classes of land 
extensively and to apply more doses of labour and capital in- 
tensively on the land already under cultivation. Hence, a fall 
in the margin of cultivation tends to raise rents all round. 
Secondly, the pressure of population on land encourages the 
use of land for purposes other than the production of food 
materials, and, therefore, its value rises in view of its limited 
quantity. This tendency may be temporarily counteracted by 
improvements in the arts of cultivation and the opening up of 
the improved means of communication and transport but, in the 
long run, when land ceases to respond to additional doses of 
labour and capital increasing population will have a tendency 
to increase rents. 

4. The Advance of Civilisation. The growth of wealth 
and prosperity within a country leads to an increased demand 
for land in a variety of waiys and, therefore, rents will rise. 
In the first place, the improved standard of life of people means 
a more varied and increased consumption such as of food and 
clothing which will lead to a greater demand for the produce 
of land and consequently rents will tend to rise. Again, a 
greater demand for recreation grounds, pleasure gardens and 
for other hundreds of requirements which are a necessary accom- 
paniment of civilisation, bring about a shortage of farming 
land as a result of which the remaining agricultural lands will 
have to bear a higher rent. 

The Unearnecl Increment of Land 

At this stage of their study, students can easily follow 
the meaning of the 'unearned increment’ of land. With a 
rapid growth of population, an increased economic prosperity 
and security of the people, and the opening up of cheap and 

29 ' 
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efficient means of transport and communication, there arises a 
heavy demand not only for agricultural land but also for land 
meant for residential quarters, recreation playgrounds, shops 
and industrial establishments. "When demand for land increasc.s 
and its supply is limited, naturally prices and rents must rise. 
As the margin of cultivation goes down, the value of agricul- 
tural and rises without any effort on the part of the landowner^ 
This kind of accretion in the value of land which is due to the 
social and economic progress, and is not due to any sacrifices 
iof the landowner is known as the 'unearned increment of land." 
But if any increment in value of land takes place due to personal 
sacrifices of labour and capital, then it would be called the 
'earned increment’ in contradistinction to the unearned incre- 
ment which accrues to him without any personal sacrifices. 

The phenomenon of the unearned increment of land may 
be treated in a more simple manner. Imagine a landlord owning 
a few thousand acres of land in a rural tract from which he 
draws a meagre subsistence owing to its uiiculturablc nature, 
and around his estate lies a most fruitful plain growing sugar, 
cotton and other industrial products in abundance but hitherto 
not served by any railway. The railway authorities, realising 
the possibilities of future agriculture, trade and industries, 
appoint engineers who after making a survey of the area find 
out the proper alignment, and luckily decide t:o construct a 
station in the estate of the said landlord. The intelligent in- 
dustrialists having full foresight and energy take the opportu- 
nity by the forelock and work out schemes for floating new 
sugar, cotton and other concerns, in view of the promising 
profits held out by the proximity of raw materials. All the 
time the said landlord is sleeping; he does not know Vv^hat is 
going on behind the curtains. The industrialists aj^proach 
the landlord and all insist to have a favourable situation for 
their concerns as a result of which competition sets in and 
prices tend to rise high. The increment in the value of land, 
is not the product of any labour undergone by the landlord 
but the special economic circumstances have helped in tlie 
accretion of such value. With the growth of industries and 
congregation of large number of workers and businessmen, a 
heavy demand for residential quarters, shops, educational insti- 
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tiitioiis and recreation grounds would arise. In view of tlie 
limited supply of land, its value would soar iiigli without any 
eitort on the part of the land owner. 

This unearned income is not the product of landowner’s 
labour and is consequently anti-social. “He does not produce 
rent, but simply accepts it.” On this ground, some economists 
advocate its appropriation by the State through taxation. They 
contend why the landlord should be solely allowed to enjo}^ 
this surplus of land value when it is due to the growth and 
progress of society and not due to any sacrifices of his own. 
Socialists have come forward with their schemes of 'Land 
Nationalisation’ by which they advocate the ownership o£ land 
by the State and the extinction of all private proprietary rights in 
land. 

These questions are of a more controversial nature, and will 
engage the attention of students in their advanced studies of 
economic theory and socialism. 

Applicability of the Law of Rent to India 

The law of rent is that the rent paid by a tenant, under 
free and perfect competition and freedom of contract, tends 
to be so determined by the forces of deinand and supply, that 
it approximates to the pure economic rent. It assumes perfect 
freedom of contract and enterprise amongst the landlords and 
the tenants. Let us now proceed to study, in brief, how far 
rents in India approximate to true economic rent, and how far 
they are influenced by the law of rent as enunciated above. 
Taking the peculiar circumstances of the country such as the 
existence of elaborate tenancy laws relating to the various rights 
of tenants existing in the land^ the peculiar social constitution of 
society and the absence of perfect’ freedom of contract and 
enterprise, we may, without any fear of contradiction, say that 
the operation of the law of rent in India is modified to a consi- 
derable degree. Before the advent of the British administration, 
there was a relative scarcity of tenants and the relations bet- 
ween the landlords and their tenants were very cordial. Rents 
at that time were mainly determined by custom and were paid 
in kind; but with the establishment of the British rule and 
the consequent peace and security, instead of the chaotic condi- 
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;t.ions that prevailed in the pre-British period, as the population, 
trade and commerce increased, began, to play its 

important role in. the determination of rent. The .landlords 
ioose.ning their traditional ties of relationship i.ii their sclf- 
aggrandisement began rack-renting of the necessitous and 
ignorant tenantry charging much higher rents than the cus- 
tomary level. The competition was one-sided, as the demand 
for land was great owing to an increase of population and its 
predominant dependence for its livelihood on land due to the 
relative scarcity of other occupations. This factor enabled the 
landlords to exact much more than the economic rent~a phe- 
nomenon which not only impoverished the tenantry but also 
jeopardized the very basis of the agricultural . industry because 
the cultivators lost all interest in the preservation of the pro- 
ductivity of land as the extra produce resultant upon the 
improvements effected by them would be pocketted by the land- 
lords. This rack-renting necessitated State intervention in the 
relations between the landlords and their tenants. A series of 
Tenancy Acts were in course of time enacted by the Govern- 
ment in order to secure for the tenant cultivators fak rents 
and a fixity of f entire. 

The rent legislation has started from the basis of custom 
and has eliminated the evil tendencies of ttnfair and unfettered 
competition. In the ryofwari tracts of the provinces of Bom- 
bay, Burma and the greater parts of Madras and Assam the 
question of rent docs not arise at all as the ryot who holds his 
right in land from Government pays revenue-— and not rent — 
for its use directly, without any intermediary as in the case of 
the zamindari tracts, to the treasury of the State on terms and 
conditions regulated by the State authorities. In such tracts, 
where subletting is practised on by the ryots who hold large 
acres of land, tenants are not only stripped off the whole of 
the economic rent but also some portion of the remuneration 
got by their own labour and enterprise as well, which would 
have been theirs under free conditions of contract and enter- 
prise. Again, as a result of the several tenancy laws found 
operating in the permanently as well as the temporarily settled 
zamindari provinces of Bengal, Bihar and Orissa, the Central 
Provinces, the Punjab and the United Provinces, various kinds 
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ot privileged tenants below the landlords have come into exis- 
tence such as Permanent tenure-holders, Fixed-rate tenants. 
Ex-proprietary tenants, Occupancy tenants and Statutory 
tenants in whose case the revision or enhancement of rent does 
not depend on the sweet-will of the zamiiidar and consequently 
in their case too the law of rent does not hold good as its 
working is checked by a number of legal safeguards. The 
unprivileged tenants such as the tenants-at-will who get no 
protection of the law arc the worst sufferers, as they have to pay 
frequently more than the true economic rent. 

Thus, it may be summarised that agricultural rents in 
India are determined by custom, competition and legislation. 
The applicability of the law of rent in India as stated by eco- 
nomists is not allowed as it is definitely checked by custom 
and legislation. 

Land Tenwres in tlie United Provinces 

In India, where the ownership of land is still a vexed ques- 
tion, and the landlord’s rights of the absolute ownership of the 
soil are disputed due to the superior rights of the Government 
of this cotintry, the term 'land tenure’ gives a different and a 
peculiar sense. By 'land tenure’ we mean the rights and liabilities 
under which the landlord, for the collection of revenue or for 
the letting of his land, to the tenant-cultivators, holds his land 
from the Government which is in theory the real proprietor of 
all the land available in the country while ordinarily land 
tenure means the terms or conditions on which the cultivator 
cultivates the holding. 'We have, therefore, to recognise two 
kinds of land tenures in India, viz., proprietary tenures and 
cultivating tenures. The important types of proprietary land 
tenures from the point of view of land revenue assessment are 
the (i) Zamijidari tenure, (ii) Mahalwari or Joint- village tenure, 
{/H) Ryotwari tenure, of which the first two s^^stems are 
found in the United Provinces. 

(/■) The Tucimindmi- Tenure. Under this system the State 
deals directly with the Zamindar who is held responsible for 
the regular payment of the Government revenue. The settle- 
ment is either permanent such as in Bengal, Bihar, north-east 
of Madras, and the Benares Division of the United Provinces 
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•where the ?anount of revenue payable by the landlord has been 
fixed in perpetuity, or temporary such as in Oud’li -wdiere the 
rates of revenue assessed by the Government on the Taiuqdars 
arc liable to be revised and increased too on the expiry of the 
settlement if there is any rise in the productivity of the soil or 
a rise in the prices of agricultural crops. 

(il) The Mdmhvari or Joint-vilktge Tenure. In. this sys~ 
4-em, the Government, instead of entering into co.ntract with a 
big landlord who holds large estates together, assess the revenue 
upon the co-shaj-ers, holding a portion of a village, as a single 
village or even more than one village, who are held jointly and 
severally responsible for its payment to the Government treasury. 
.This system prevails in the villages of Agra and in non- 
taluqdar villages of Oudh. The revenue is fixed with a village 
community temporarily for a period of thirty years after which 
the rates of revenue are liable to be revised. But the real person 
responsible for the payment of land revenue to the State is the 
lambardar or walgnzar who enters into contract with the Gov- 
ernment to pay the revenue on beh-alf of the villagers owning 
shares in the estate. As we are mainly concerned with the 
system of land tenures prevailing in the United Provinces, it 
would be wise, therefore, in this connection to examine in details 
the various types of proprietary tenures. The main proprietary 
tenures are: {a) Single Zammdari where there is one proprietor 
who after realising the rent from his tenant cultivators pays his 
allotted share to the Government treasury; (b) Joint Zaniimlari 
where an esatc is held in common, the Government revenue and 
other liabilities being paid out of the rents after which, the 
remainder is divided among the several partners according to 
their respective shares; {c) TaWdari where all the land o-f an 
estate is divided and each holder gets his Initti or share scpar-ately. 
The individual liabilities of the pattidari is regulated by their 
respective shares, as recorded, not as actually held; {d) Bhalya- 
chara where all the land comprising an. estate is held separately 
by more than one proprietor, the liabilities of the co-sharers 
being assessed on their actual areas possessed by each; (e) Imper- 
fect Pattidari or bhaiyachara where part of the land is held in 
common, part in severalty, and rents of the common lands go 
first towards the revenue and other liabilities. In such tenures 
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where there is a case of joint ownership the Government revennc 
is paid through the 

{in) The Kyohvari Tenure, This system is largely pre- 
valent in Bombay, Madras, Burma and Assam and is conspicuous 
by its absence in the United Provinces. In this s^^stem, the 
State deals directly with each individual peasant and recognises 
no middlemen as in the zamindari or mahalwari tenures, and 
the revenue which is assessed on each separate field according to 
its productive capacity is paid by the actual occupants of 
holdings. 

But no account of land tenure in the United Provinces 
of Agra and Oudh will be complete without analysing the 
difierent kinds of the cultivating tenures as contradistinguished 
from the proprietary tenures. It should be carefully borne in 
mind that under proprietary tenures we have discussed the 
conditions on which the landlords have taken land from the 
Government while under cultivating tenures we study the 
terms and conditions on which the cultivator takes the land 
from the landlord for purposes of cultivation. "We already 
know that in order to protect the interests of the tenant- 
cultivators against landlords, the Government by enacting several 
tenancy laws created a privileged class of cultivators giving them 
sub-proprietary rights in the land. 

The attention of the United Provinces’ Government was 
attracted from an early period of its rule to the impoverished 
state of the tenantry which ultimately bore the whole burden 
of the rent, and with a view to alleviate this unwholesome 
feature, many legislative measures have been enacted. The Agra 
Tenancy Act of 1901 recognised five classes of privileged 
tenants: (z) permanent tenure-holders, (ii) fixed-rate tenants, 
(zVi) ex-proprietary tenants, {iv) occupancy tenants, and {v) 
non-occupancy tenants. The first two classes of tenants, or sub- 
proprietors as tehy are called, are found only in the permanently 
settled areas of the Benares Division; their rates of rent payable 
to the landlord were also fixed in perpetuity at the time of the 
permanent settlement. Their right is heritable and transfer- 
able; they can make permanent improvements on tlieir property, 
mortgage and sell it. Ex-proprietary tenants who were once 
proprietors of the land but have lost their right of ownership 
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in land, obtain by legal provisions cultivating rights in tlieii- sir 
(or liomc-farm), and are entitled to hold it at a lower rate 
than the rate of the tenants for the same quality of land, in 
the same village. The right of these cultivating ex-proprictors 
is heritable but not transferable. Occupancy tenants are those 
favoured tenant-cultivators who acquire the right of fixity of 
tenure by continuously cultivating the same land for twelve 
years. Their right is heritable but not transferable except 
under certain conditions; the rent payable cannot be increased 
except by mutual agteement or by an order of the revenue 
court and that too only after a certain period of time. Non- 
occupancy tenants hold land without any rights. The Agra 
Tenancy Act of 1926, besides effecting a few other improve- 
ments, was mainly enacted to protect the tenants-at-will who 
could, before the passing of the Act, be arbitrarily ejected by a 
notice at the close of any agricultural year. The object of the 
Act is to give fixity of tenure and fair renh to the tenants for 
effecting permanent improvements in the arts of cultivation. 
All those who were tenants-at-will at the commencement of the 
Act were granted statutory rights under which they became 
life tenants with a right to the heirs to hold the land for five 
years or upto the expiry of the lease, whichever was longer. 
This new class of tenants created by the recent legislation is 
known as the "Statutory tenants.” The Act of 1926 also 
allows commutation of kind rents into cash ones. The rents 
of the statutory tenants are not liable to increase before the 
expiry of twenty years when the State will declare the new 
scale of rates, after conducting a thorough enquiry. 

In Oudh, Act XXII of 1886 created statutory tenants who 
were given the right of holding the land for seven years at 
the same rent. In the last decade, the Oudh Rent Amendment 
Act of 1921 brought about some notable charges in the rights 
of statutory tenants. Under this Act, every such tenant is 
entitled to receive a lease for ten years, and at the close of every 
such term to receive another similar lease provided that he 
agrees to any enhancement of rent claimed by his landlord, or 
ill case of dispute, ordered by the court. Special provisions 
have been made for the fixing of rent-rates to be used by the 
courts in determining fair rents. ; a statutory tenant 
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dies, liis lieir is entitled to retain the holding for a further period 
of iive years, but is, thereafter, liable to ejectment at the pleasure 
of his landlords. 

U» P. Tenancy Act of 1939 

The Act embodies the Government decisions as to the main, 
points on which the land laws have been reformed in order to 
give relief to the cultivator and the peasant proprietor who are the 
back-bone of our provinces and on whose security and welfare 
depends the future of a liberty-enjoying society and of a demo- 
cratic system of government- We all think that the security of 
tenure for cultivators on payment of a reasonable amount of 
rent or of revenue, as the case may be, is the primary requisite 
for an advance from the present conditions; and that, in order 
to remove the causes of poverty, the rich landlords here, as in 
other countries must be prepared to make some sacrifices. 

The Tenancy Act of 1939 replaces the Agra Tenancy iket 
of 1926 and the Oudh Rent Act of 1886. It introduces the fol- 
lowing important reforms which are applicable to Agra as well as 
Oudh. 

1. All statutory tenants have been given the rights of a 
hereditary tenant. Hereditary rights have also been granted to 
the tenants who have .so far been disqualified in Oudh from 
obtaining even the statutory rights. 

2. Under the Act, the landlord has the right of keeping 
not more than 50 Acres of *sir’ land and every tenant who is a 
tenant of 'sir’ land, at the commencement of the Act and who 
docs not become a hereditary tenant, shall have the right to 
retain possession of his holding for a period of 5 years. 

3. New relations have been added to the table of heirs 
and it is necessary to prove the fact of co-sharing for the pur- 
pose of inheritance. 

4. The Act gives to the land-holder the right of exchange 
of land for consolidation of his holdings. 

5. The landlord cannot, except for building purposes and 
n garden for his enjoyment, acquire land for the purpose of 
farming. 

6. The tenant has been given the right to make any im- 
provement, to erect anv Kni14^-.o- ^ ^ 
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7, Takhig of pramiums or making some service a condition 
of tenanc}'- is prolubi ted and if any body contravenes the pro- 
visions of the Act with regard to these, he is to be penalised 
severely. 

8, Under the old Act, it was a condition precedent that 
the Government was bound to allow remissions in revenue first 
before requiring the landlord to make remissions in rent but 
under the new Act, the Government has been empowered to 
remit or suspend rent without first decreasing or suspending 
revenues. 

9, Many new provisions for the recovery of rent from the 
tenants and their ejectment have been added to give relief to 
both the parties and to facilitate the work of collecting rents 
from the tenants. 

10. Under the Act, the tenant has got the right of getting 
suitable compensation for the various wrongful acts of the land- 
lord. Such wrongful acts have been clearly specified in the 
Act. 

Idea! System of Land Tenure 

The ideal system of land tenure must give a permanent 
interest in land to the tillers of the soil. If the interest is 
temporary, he would exploit the land to yield the utmost at 
present without minding the fact that it would cause a perma- 
nent damage to land. There should not be any fear of unfair 
rents or insecurity of tenure. It should give a free and full 
incentive to the tenants to effect improvements in land and to 
enjoy its benefits. The Zaniindari system falls short of the 
above ideal while the peasant proprietorship of the Punjab 
approaches the ideal to a very great extent. 

Hereinafter is given a chart representing the different 
systems of land tenures as found in the United Provinces. 
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WAGES 

Wages Defined 

Wages have been defined as "the price o£ labour hired and 
employed by an entrepreneur.” The word 'wages’ should be 
applied only to the remuneration for a particular kind of labour; 
that is, for labour performed under certain clearly defined con- 
ditions. We, therefore, exclude from the list of wage-earners 
all the independent producers and those professional people such 
as, doctors, lawyers because they do not sell their labour to an 
employer or entrepreneur but deal directly with the consumers 
and, secondly, because the economic laws which govern the rates 
of their remuneration are entirely different from those which 
regulate the wages of employees. In a big concern several 
grades of wage-earners from the organiser or the manager in a 
joint-stock company down to the unskilled workers with a long 
chain of intermediaries such as superintendents, inspectors, fore- 
men, auditors, stenographers, accountants, clerks and the skilled 
workers, render their services either mentally or physically in 
the production of material wealth. Economists regard the re- 
muneration of labour, whether manual or mental, skilled or un- 
skilled, and whether it is paid weekly, monthly, quarterly or 
annually as wages and do not draw any difference between 
'wages’ and 'salaries’ as the latter are determined exactly in the 
light of the same principles as the former ones. 

In order to avoid confusion, we should also give another 
current definition of wages so often given by distinguished 
writers in their Economics treatises. The term 'wages’ is used, 
by them in a wider sense to denote the remuneration given to 
labour of all grades employed by others and also for the personal 
services put in by an entrepreneur. In the light of this defini- 
tion, wages would include not only the earnings of hired, skilled 
and unskilled workers, highly-paid managers and organisers but 



also liie rcmmieration of superintendence received by the entre- 
preneur himself. The wages of entrepreneur, are justified on 
the ground that if lie had not taken part in the work of organi- 
sation, he would have been driven to the necessity of hiring the 
services of an. expert organiser and hence, to the extent he puts 
in his own labour in the management of the productive forces 
ol: the industry he is a labourer and rightly entitled to his wages 
of management. 

Nomiiial asid Real Wages . ^ 

In the present age of money economy, wages are generally 
paid in money, though in some places wages in kind still prevail. 
When wages of a labourer are calculated in terms of money, 
we call them as nominal or money wages. The real wages con- 
sist in the amount of necessaries, comforts and luxuries which 
can be bought by money wages, and other advantages which are 
afforded by an occupation. Nominal wages are reckoned in 
so many rupees, annas and pics, whereas real wages are reckoned 
in so many commodities received in exchange of money or 
nominal wages, plus any other concession or incidental advan- 
tages of an occupation, e.g., the real wages of a domestic servant 
consist in the amount of necessaries and comforts which he gets 
by spending his money wages, including such advantages as 
free food, clothings, lodging and other rewards, etc., found asso- 
ciated with an occupation. This difference between real and 
nominal wages is of vital importance to an economist while 
considering the relative rates of wages in different occupations 
and in different countries. It is quite possible that nominal 
wages in two different occupations or in two countries may be 
equal while real wages may differ considerably. Many factors 
are taken into consideration before any correct estimate of reai 
wages can be arrived at. 

(2) The purchasing power of money. The purchasing 
power of money varies from time to time and from place to 
place with the consequence that the same nominal wages at two 
places may lead to a considerable difference in the real wages, 
if the difference in the general level of prices is a marked one. 
In big industrial towns and cities, owing to the general level 
of high prices, higher nominal wages have to be offered to the 
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labourers. Sometimes employers indirectly try to increase the 
purchasings^ power of money of the labourers by starting co- 
oneratlve stores and by giving other facilities to them. It should 
also be remembered that a rise or fall in the prices of commodities 
ordinarily consumed by the labourers will decrease or increase 
the real wages in spite of any change in the nominal wages of 
the labourers. 

(/i) Regiihrity or irregularity of employment. In com- 
paring real earnings, allowance must be made for the regularity 
or irregularity of employment in an occupation. In some 
occupations, e.g., in building trade where the work is of casual 
and uncertain nature, the rate of nominal wages is somewhat 
higher than in those trades which though require similar strength 
and ability but give an assured employment throughout the 
year. Although the nominal wages are high, yet the real wages 
calculated over the whole year are low because the labourers 
have to remain unemployed for longer periods owing to the 
seasonal and uncertain nature of the work. 

(zii) Supplementary incomes. In some localities or in- 
dustries, labourers accept low nominal wages because they see 
the opportunities of getting their earnings supplemented by the 
additional employment of their children and wives. In some 
localities, e.g., in stone-quarries in Mirzapur, or in iron works 
at Kulti where there are no opportunities for the employment 
of child or female labour owing to the arduous nature of the 
work and the absence of other subsidiary occupations, the male 
worker commands slightly higher nominal wages because the 
whole burden of the maintenance of the family falls on his 
individual earnings but his real wages will probably be much 
lower if compared with a weaver in a cotton mill at Nagpur 
who receives low w'ages but manages to augment the aggregate 
income of the family by the earnings of the other members of 
the family, 

{iv) Cost of Training. In estimating the real wages of the 
v/orkers in different occupations allowance must be made for all 
expenses incurred in the training, etc. To find out the real 
wages of a mechanical engineer we must make allowance for 
the training expenses whilst he attended the different institu- 
tions and other charges which are necessary to render him an 
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up -'to-date engineer. 

(v) Concessions incidental to the occupation. While 
reckoning the real wages of the workers in various occupations, 
account is taken in addition to the money wages of every other 
kind of concession, direct or indirect, incidental to the particular 
employment, e.g., the free lodging and other allowances, etc. 

{vi) The nature of the employment. In dangerous, 
disagreeable and unhealthy occupations (e.g., lead-working, 
mining and heavy metal-casting) which require excessive strain 
on mental and physical faculties, and involve greater liabilities of 
running into hazardous accident, etc., the real wages are low 
if compared with the rates of those occupations which are secure 
and healthy. 

In a similar manner, the cleanliness, the pleasantness, and 
social standing of an occupation have to be taken into consi- 
deration while calculating the real value of the wages received. 

{vii) Prospects of success. Sometimes, persons do not 
mind accepting low wages in the initial stages of their employ- 
ment if the prospects of security of service and promotion to 
higher grades of services are olfered by the occupation. 

The decision of a worker to undertake a particular job is 
goA'^erned more by the real wages than the nominal wages for 
his interest does not lie so much in the number of coins as in 
the number of his wants which are capable of being easily and 
conveniently satisfied. 

The above factors also denote the causes of different rates 
of wages found in different occupations and at different places. 

Methods of Wage Payment 

There are two principal methods of paying wages. When 
wages of a labourer are paid by a unit of time— -by the hour, 
day, week, month or year— irrespective of the work done, the 
system is called as the Time wage, or Time eartimg; while when 
wages are paid per unit or piece of work completed by the 
labourer, the system is known as the piece 7mge. Although 
both the systems of remunerating labour are adopted suiting 
to the requirements of business or the nature of the work within 
the same industry, yet the time 'Wage is the most widely used 
system in the modern industrial economy. The piece rate system 
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is adopted in those industries where the work does not require 
a high degree o£ workmanship and is capable of accurate measure- 
rnejit, as in weavings reaping crops, or in digging earth for 
embankments, etc. The time wage basis is found in those works 
wliicli require a high degree of workmanship and admit of no 
easy measurement. Highly skilled and specialised forms of 
works are invariably paid by time. While estimating the merits 
of any wage system, the two essential tests must be clearly borne 
in mind. Firstly, the method of remuneration must be fair all 
round, Tf air to the workers as a group, fair also to each one 
of them as a separate individual; fair to the employers, and fair 
to the whole community as consumers,” Secondly, it must be 
in consonance with progress and efficiency in industry. 

Advantages and disadvantages of the time wage. This 
system has been favoured by workmen because it gives them a 
greater regularity and security of employment, safeguards them 
from over-pressure and strain, increases the quality of work 
done by the workers and diminishes the possibilities of un- 
employment. In contrast with these advantages, the general 
de|ect associated with the time wage system is that it tends to 
encourage slackness amongst the workers, as they are confident 
of their weekly or monthly remuneration irrespective of the 
work turned out. As a result of this, the overhead charges of the 
industry increase due to the additional expense incurred in the 
employment of overseers and foremen to watch over the acti- 
vities and the quality of the work performed by the workers. 
Secondly, the relative efficiency of the different workers in the 
time wage system cannot be easily found out with the result 
that the more efficient workers stand to lose in such a bargain, 
unless strong supervision is maintained to keep an eye over the 
relative output of the different workers with a view to remu- 
nerate them accordingly. 

Advantages and disadvantages of the piece wage. The 
chief relieving feature of the piece wage system lies in the fact 
that it is fairer both to the workers and employers. Each 
worker is paid at the contracted rate per unit of his product, 
and is remunerated in proportion to his output, as a result 
of which the superior workers are offered an incentive to do 
their best by the prospect of a high rate of remuneration than 



WAuas 




the inferior workers. Again, under this system the workers 
can 'by a spurt of extra effort’ manage to increase their earnmgs 
quite conveniently in order to meet any emergency. In short, 
the capital and labour forces of the industry are used more 
economically the total production is greatly stimulated, and 
tlic cost of supervision is reduced as the payments are made by 
'result*. 

On the contrary, this system parries certain grave defects. 
In the first place, it results in defective or “scamped” work, 
as the worker’s eyes are fixed on the quantity and not on the 
quality of the work. In those occupations which require a 
high degree of workmanship this system is found to be most 
defective. Secondly, the workers by the temporary prospects 
of high earnings are apt to strain every nerve without taking 
due notice of the future consequences. This temptation to 
overwork or "speeding up” is a great evil, as it may lead to an 
early exhaustion of the productive capacities of wage-earners. 
Next, it eliminates the inferior workers and breeds a feeling of 
competitive rivalry among the workers. Lastly, the worker 
suffers a serious loss of remuneration at the time of sickness or 
accidents or of temporary stoppages of the work. In adopting 
this system of wage payment it should be the duty of the 
employers and the State as well to protect the workers from 
over-exertion and "speeding up” which proves, at all estimates, 
too detrimental to the community. 

How Wages aire Determined? 

Several theories have been formulated to explain how the 
share of the social product that goes to labour is determined. 
The modern theory of wages, known as the Demand and Snpply 
Theory of Wages or the Margmal Productivity Theory of Wages, 
is admitted so far by most of the eminent economists to be the 
best explanation of wages. According to this theory, labour 
is likened to a commodity and like the price of a commodity, 
the price of labour, viz., wages, is determined by the relation 
between the demand for and supply of labour, subject to certain 
reservations. For a full understanding of the theory, a com- 
plete elucidation of the terms 'demand for labour’ and 'supply 
of labour’ seems needful. 
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The demand for labour closely resembles tlie demand for 
commodities in general. It arises from the service it renders 
in the production of wealth and depends partly, on the iiiiinber 
of commodities turned out by it and partly, on the value oi 
such commodities. Just as in. the case of a commodity the 
consumer’s maximum is determined by the utility he expects to 
derive from it, similarly the employer’s maximum is dctermiricd 
by the productivity (i.e., amount of wealth produced) of labour. 
Manifestly, no employer can afford to pay more than the wealth 
produced by the worker. This explains the remuneration, 
of a skilful engineer is so handsome than that of an ordinary 
labourer whose contribution to production is much smaller if 
compared with the former. The demand for labour exists for 
various grades of labour and not for labour in general. Here, 
it may be remarked that an employer does not demand labour 
for its own sake but for the sake of profit that he would derive 
from the sale of commodities produced by the labourers and as 
such there is a limit to the number of workmen who can be 
profitably employed because, after a certain point, the employ- 
ment of additional workers becomes unprofitable* So a stage 
is conceivable beyond which the employer will not think it 
worth while to engage any additional worker. In this- way, the 
last worker the employer is prepared to employ is the 'marginal 
producer’ and the contribution he makes to the production of a 
commodity is the 'marginal productivity’ of labour engaged in 
that industry. He is just on the margin of being employed or 
dismissed. It may, therefore, be said that on the demand side 
the maximum limit beyond which rates of wages cannot be 
paid for a certain grade of labour, is determined by its marginal 
productivity to the employer. 

To simplify what has been said above, let us take a concrete 
illustration. Suppose a firm by employing 50 workers is getting 
a net product of Rs. 5,000 a year. On making calculations 
i.e., by finding out the market net value of the goods turned 
out by a labourer, if it is found out that the last labourer adds 
Rs. 100 worth of product while he is paid Rs. 80 as wages, then 
an advantage of Rs. 20 may be said to accrue from the pro- 
ductive activity of the last worker to the employer. Guided 
by this monetary advantage he decides to employ more employees 



until he finds that the employment of -the 5.5 th worker gives 
him just that quantity of product (Rs. 80) which is equivalent 
lo the amount of wages (Rs. 80) paid to him- Here, the last 
man employed (the 55th man)' may be called the 'iiiargiiia! 
labourer' and his contribution may be .called the Vnarginal pro- 
ductivity.’ By hypothesis the workers in the same group are 
of equal efiicienc.y and interchangeable with any other worker 
in the same grade and, therefore, the same wage must be paid 
throughout that grade. The wages of the grade, therefore, 
tend to be measured by the value of the product of the marginal 
labourer, or, to express the same idea in a scientific manner, 
wages tend to equal the value of the -marginal net product of 
labotir. 

Let us now consider the suppl3?' side of labour. Labour 
like a commodity, has a cost of production, and an adequate 
supply cannot be had unless the remuneration of the workman 
is sufficient to cover the cost of his services. For any given 
class of workers, the cost of production means the standard of 
life, i.e., the amount of necessaries, comforts and luxuries of life 
that the labourers are accustomed to enjoy. This standard of 
life varies with different groups of workers and fixes the mini- 
mum limit below which the rate of wages cannot fall, so long 
as the standard of living of that class remains the same. The 
'cost of production’ of labour, i.e., the cost of rearing and 
training workmen to enable them to reach a certain requisite 
standard of efficiency, plays an important part in the deter- 
mination of wages. Wages which are insufficient to keep up 
the standard of life of a worker and his family cannot indefi- 
nitely remain so. A greater tenacity in maintaining the estab- 
lished standard of life is shown among the higher grades of 
labourers who restrict the supply of labour by limiting the num- 
ber of children in order to provide them with the same educa- 
tion, training and efficiency which they themselves have received. 
It is worthy of observation that standard of living, efficiency 
and wages are inter-related as they react upon each other. A 
rise in the standard of living means a greater efficiency which 
in its return leads to greater productivity and hence, to higher 
wages. Similarly, a fall in the standard of living either due to 
reductions in wages or to some other causes impairs efficiency 
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o£ the workers leading to inefficient production and, therefore, 
to lower wages. The e&ct in ■ both cases is cumulatiYe. If 
workers are physically strong, technically trained, intellectiiaily 
far advanced, financially better off and industrially better 
organised, their contribution to production is of greater vabe 
than the contribution of those who lack these advaiitages and 
opportunities; the former group of workers will insist on secur- 
ing the whole of the marginal product as their remuneration, 
whereas, the remuneration of the latter group of workers owing 
to their disorganised state and financial weakness will just equal 
their standard of living. In view of these far-reaching conse- 
quences, labourers are very jealous of tbeir standard of living 
and exert every nerve of theirs to live up to that standard. The 
supply of labour, and hence, the lower limit of wages is fixed 
by the standard of life of the workers. 

By way of summing up, we may conclude that wages are 
determined by the relation between the demand for and supply 
of labour. The employer’s maximum is determined by the 
contribution of the marginal labourer while the minimum is 
determined by the standard of life of the workers- “Between 
the lower limit set by the standard of subsistence or by the 
standard of life, and the upper limit set by the value of the 
labourer’s contribution to the product, wages will fluctuate 
according to the relative bargaining strength of the two parties 
to the wage contract.” 

Some pecBliarities of Labour 

In the foregoing discussion regarding the determination of 
wages under free conditions of competition and enterprise, we 
have treated labour as a commodity and the wages paid to labour 
as its price. . The theory entirely ignores the human element 
and other important differences that exist between labour and 
commodities and, as such, the working of the theory must be 
modified to that extent. Prof. Marshall has pointed out that 
the following peculiarities in the demand for and supply of 
labour, must not be forgotten in the treatment of the theory 
of wages. 

1. The worker sells his work but he retains property in 
himself. He cannot sell himself like a commodity or any 
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material agent of production, ■ Those who bear the. expenses of 
rearing and educating labour, receiTe nothing of the price that 
is paid to the labourer as his wages, Consequentl};", the iiiYest- 
ment of capital in the rearing and early training .of the workers 
IS limited by the resources of parents, by their power of fore- 
casting the future, and by their willingness to sacrifice them- 
selves for the sake of their children. Unlike manufacturers, 
who produce goods in the expectation of getting direct reward 
out of their invested capital and exertion undergone therein, 
parents invest money in the education and training of their 
children without any hope of direct remuneration. The evils 
that arise out of this peculiar situation are cumulative. They 
are specially noticeable among the poor and thoughtless parents 
who neglect the proper education and training of the;r children, 
either due to their weak financial circumstances or due to their 
selfish spirit or due to the lack of foresight, with this conse- 
quence that if once the^?' become incfiicient producers the effect 
continiies in a cumulative way. In the higher grades of society, 
the children of artisans and of those educated classes which 
entertain a higher notion of duty towards their children, get a 
better start in life with greater chances of success in life than 
those of the workers whose parents arc financially ' weak and 
uneducated. It is one of the chief causes of the immobility 
of labour from grade to grade. 

2. When a permit sells hk services, he has lo prcscnl him- 
self where they are deliverecL A labourer cannot be separated 
from his tvork and so he must deliver himself personally on the 
spot. It is otherwise with the owners of land, capital and 
capital goods, who can sell their services abroad, and yet sit at 
home. Since the worker must be present, v/here his work is 
sold, it follows that mobility of labour and the mobility of the 
labourer are convertible terms. Therefore, the nature of the 
work, and associates, the agreeableness or otherwise of the place 
of work and the scale of remuneration arc very important 
factors for the worker. 

3. Labour is the most perishable commodity. If a 
■labourer is out of employment for a day, its remunoratLOii is 
lost for ever. K labourer cannot .afford to wait for better 
prices (wages) as he cannot store his labour. The merchant, 
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on die contrarys can witlihold .Ms commodities from die market 
if die prices are too low. TMs .peculiarity forces tlie labourers 
to accept any rate of wages than -to face imemployment and: all 
its attendant miseries. There is, however, no cumuiative effect 
of this peculiarity, unless' during the period o£ uneniploymeiit 
the standard of living is so reduced as . to affect liis eiiicieiicy 
permanently. 

4. Labourers being poor and disimited arc at a great dk~ 
advantage hi their bargaining capacity as comparecl -with the 
skilled employers. Trade Unions help to bring about a balance 
of power between the two parties but their sphere of activities 
is mostly limited to skilled groups of workers. The union 
spirit is sadly lacking in the unskilled labourers, in whom it is 
most urgently needed. The unskilled labourers owing to the 
want of reserve funds with them and of the power of long 
withholding their labour from the market, often accede to the 
arbitrary terms of the moneyed employers. The effects of the 
labourer’s drawback in bargaining are cumulative. As a result 
of a fall ill wages, his efficiency as a worker will go down and, 
therefore, the normal value of his labour. These drawbacks of 
labour tend to decrease with the growth of strong labour unions, 
whereby, collective bargaining is substituted for individual bar- 
gaining. 

5. The last peculiarity consists in the sioivness of the 
growth of iietu supplies of Jabonr. Unlike a commodity, the 
supply of which can be decreased or increased at will, the supply 
of labour is comparatively fixed for a fairly long period as an 
adequate length of time is required for rearing and training 
labourers for a particular trade. The increased demand for 
labour in any industry may normally be met, either by an in- 
crease in the labour reared and trained for that industry, or by 
a movement of workers from other trades. The training of 
higher grades of labour specially depends upon the capacitv of 
the w'orker’s parents to forecast the future of such trades. The 
movement of labour from other grades depends on the degree 
of the mobility of the labourers from one grade to another. 
On the other hand, if the supply of labour is in excess of the 
demand, adjustment cannot be brought about, unless the surplus 
goes permanently out of employment or dies out with the lapse 
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of time. Tiie supply of labour, therefore, cannot be quickly 
adjusted to deniarid. 

Trade Unions 

Trade Unionism is the product' of industrialism. With the 
growing industrialisation and the consequent emergence of the 
proletariat, trade unionism came into existence to wipe out 
many of the disabilities which overtook the labouring classes 
helplessly in the beginning of and after the Industrial Revolu- 
tion. Contrary to the current opinion that a trade union is a 
militant body always at daggers drav/n with the employers, it 
must be pointed out at the outset that its primary object is to 
maintain and improve the conditions of the working life of the 
wage-earners. A trade union has been defined as 'a continuous 
association of wage-earners for the purpose of mamtmning and 
hnpmvmg the conditions of their employment.' At a later 
stage of their study, students will realise that trade unionism 
has been a great constructive movement which has played in 
many countries of the world a dominant part in the way of 
influencing legislation to combat the demoralising evils of child 
labour, excessive hours, and other inhuman, hideous and degrad- 
ing conditions of industrial life. 

The main objects of such associations are stated to be the 
following: — 

(i) to foster a spirit of brotherhood and a feeling of cor- 
porate existence or what is called 'esprit de corps’ among the 
w^ork-people; to give them greater strength in the matter of 
bargaining with employers through 'collective bargaining’ and 
to regulate the conditions of employment; 

(i/) to educate labour and to keep up wages to the margi- 
nal work of labour and to bring about a rise in wages by raising 
the standard of cfliciency and workmanship; 

{ni) to collect funds for the relief of members when sick 
or ill distress and provide out-of-work pay when members fail 
to secure eniployment, either through slackness of work or 
through strikes or lock-outs. 

Trade Usiionism in India 

Trade unions in India have a short history. It was not 
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imtiJ. 1918 that labour began.- definitely to organise Itself. The 
War created a new mass-awakening and the industrial workers 
became more and more conscious of their grave economic diffi- 
culties, particularly in matters of wages and working hours. 
Owing to the low wages, oifered' to the workmen, the uiipre- 
ceclented rise in prices, the high-profits reaped by the employers, 
and the degrading conditions of work, the condition of the in- 
dustrial labour became too critical and the only remedy xvas 
sought in combination. From that year onwards there has been 
a more or less steady growth of trade unions, in spite of the 
inevitable fluctuations in their prosperity. The first Madras 
Labour Union was organised by Mr. B. P. Wadia; from Madras 
the trade union movement spread to Bombay. In many of 
the manufacturing industries and other establishments trade 
unions were organised but many of them were in reality mere 
strike committees and died an early death in the years following 
1920. Tlie only stable unions which showed signs of perma- 
nence and vitality were of clerks, railway workers, postal 
employees and seamen. The trade union movement is also 
strong among the factory workers of Bombay and Ahmedabad. 

The All-India Trade Union Congress was inaugurated in 
1920 and since then it has been holding annual sessions in various 
centres. The main objects of the organisation were to co- 
ordinate the working of the individual trade unions and to 
recommend to the Government of India, workers’ delegates for 
the International Labour Conferences. It became a central 
organisation for the general guidance of the trade union move- 
ment in India, but from the very beginning it had a strong 
political bias. Its presidents and secretaries with the exceptions 
of a few persons have all been politicians first and labour leaders 
next.. 

As a result of the passing of the Indian Trade Unions Act 
in 1926y the movement has been placed on a more substantial 
footing. The Act grants immunity to all officials and members 
of a registered trade union from civil suits and criminal prose- 
cutions in respect of and in *the furtherance of its legitimate 
objects and they are not to be indicted for conspiracy. These 
privileges are not conferred on the unregistered unions. 
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Reasons for tke Slow Progress iji India 

Considering the total labour force in India, the progress of 
the movement is very slow, .The difficulties of organising per- 
manent trade unions on a stable basis may be enumerated as 
follows; 

(a) The constant migration of wage-earners from village 
to town and town to village and from one mill to another, even 
ill die same town, tends to diminish their interest in any orga- 
nisation, Indian labourers regard industrial life as .a temporary 
expedient always cherishing the hope of returning and spending 
their final days in their native places. 

(i?) Illiteracy presents a serious obstacle in the way of 
regular organisation. Being illiterate, they cannot appreciate 
the value of combination and the lack of genuine labour leaders 
can be explained to this drawback. In the absence of any in- 
ternal collective will among the trade unionists, no stable organi- 
sation can flourish. 

(c) The extreme poverty is another bar in the way of 
permanent organisation as even a minimum subscription is a sort 
of drain on the slender purses of the workers, particularly when 
they are already embarrassed by debt. 

(d) Diversity of language and caste is a great hindrance 
in the way of combination and forming one strong organisation. 

(<?) The opposition of an overbearing and selfish sardar 
— a jobber who occupies a very important place in an Indian 
factory as he recruits mill hands and often lends money to 
them in the formation of effective trade unions — is a potent one 
as he would be deprived of the influence which he now wields 
in the present state of disorganised labour. 

(/) Organisation of labour is a much, more difficult prob- 
lem owing to the dominance of agricultural population in I.ndia. 

(g) The hostile attitude of the employers also acts as a 
serious deterrent to the healthy growth of trade unionism. 

In view of the fact that trade unionism is for those who 
arc extremely weak and poor, all efforts must be directed to 
eliminate the above-mentioned drawbacks and streiigtlien the 
trade union movement as the industrial success of a coiintry 
depends upon the industrial efficiency of its workers. 
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Mobility g£ Labour 

By iiiobllity of labour we understand the movement of 
workers with ease and promptitude {a) from one place to 
anodier, (^) from one profession to another, or (r) from oj^c 
grade to another in the same trade, or profession, in response to 
better inducements regarding the conditions of employment and 
remuneration. The first is called as the geognip/j/cd or place 
i>iohility oi labour; the second as the horizon red or profe^^dond 
mobility of labour, and the third as the vertical mobility of 
labour. The geographical mobility may be cither permanent or 
temporary. Temporary flow of labour may be of the nature of 
movement of Government servants on transfer, or labourers 
moving to carry some seasonal occupation or trade, or merchants 
and tradesmen who repair to new and undeveloped areas only to 
come back to their homes after having amassed a fortune. 
Permanent migration may be either due to social or economic 
causes which are very strong and count much in promoting the 
efficiency and productivity of labour. 

Immobility of labour means the state when the flow of 
labour from one place to another, or from one trade to another, 
is practically absent in response to higher wages and better in- 
ducements. The mobility of labour differs in different countries, 
different occupations and at different times within the same 
country and is governed to a very great extent by the spirit of 
enterprise, social customs, religious scruples of the people, 
and the extent of industrial progress achieved within a country. 

Mobility of Labour leads to Equality of Wages 

The difference in wages in different places and industries 
may be ascribed due to immobility of labour. So the obvious 
remedy to bridge the glaring inequalities of wages is to seek 
ways and means of increasing the mobility of labour. Other 
things remaining the same, if efficiency of workers is the same 
and there is perfect mobility of labour from place to place, 
and from occupation to occupation, the wages of workers will 
tend to equality. Mobility of labour also promotes the efficiency 
of labourers in so far as it brings about the most rational distri- 
bution of labour force within a country. 



Hia4raiices to .Mobility, of Labour in India 

Tlie general liximobility of the Indian population is ascribed 
to the following reasons; — •. 

(i) About tliree-fourths of the population consists of agri- 
cultural classes which are most immobile almost all the world 
over. Owing to their conservative and stay-at-home nature, 
to which Indian peasants are no exception, and the strange diffi- 
culties attendant upon their geographical mobility concerning 
'the soil and climate of the place, the Indian cultivators generally 
stick to their ancestral holdings. 

(ii) Caste-system which is a special feature of the Indian 
society also makes labour partially immobile, as it determines 
irrevocably the kind of profession which a man is to follow 
without the least deviation if he v/ants to enjoy the protection 
and goodwill of the community into which he was ushered. 
Thus, the rigid rules of caste-system are a giant obstacle in the 
way of horizontal mobility of labour in India. 

{Hi) As a result of the illiteracy and ignorance of the 
masses, they are seldom aware of the opportunities of employ- 
ment. For the ipobility of labour a correct knowledge of the 
place or professions where labour is in demand, is an essential 
condition. The obstacle to free movement of labour is further 
perpetuated owing to the lack of strong trade unions, (which 
usually make arrangements to collect and impart to their mem- 
bers information of vacant situations for employment) the com- 
plete absence of labour exchanges, and the want of State 
, guidance. , . 

(ii^) Lack of adequate and cheap facilities of transport and 
coiTiimunication and the consequent strange difficulties of the 
jorii'ney prevent an easy flow of labour. At the present day, 
however, the force of the argument is much v/eakened as the 
developments in the means of : communication have been 
rein a rkable within a few decades but considering the extent of 
the country and poverty of the people they are held to be 
insufficient and expensive. ’ . ■ 

(p) Linguistic inconveniences, unfavourable geographical 
and climatic conditions, and . the di&riiig social customs ■ of 
strange .lands — all these factors combine to retard the free move- 
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meat o£ laboiir. To work witK- men; of different castes^ profes- 
sing different religions, speaking diverse languages and of widely 
differing customs is not, truly speaking, amenable to the taste 
of an average Indian labourer.' 

(w) The Indian labourer is strongly tied to liis native 
place, and his love for his family and associates proves some- 
times too strong to be shaken off, even if he were offered better 
pecuniary advantages elsewhere. 

{vii) The general poverty of the people is also a great 
obstacle in the way of free movement of labour. More often 
than not, the geographical mobility is handicapped because 
labourers for want of funds cannot move themselves with their 
family’s belongings to those places where they expect better 
rewards. 

Lastly, the want of a spirit of adventure, the general 
inertia setting upon the people, and the contented nature of an 
average Indian with the present state are also some of the 
important noticeable factors responsible for the immobility of 
Indian labour. 

Tlie Clianging Enviroimieiits 

But from the above the readers should not run away with 
the idea that Indian population, is completely immobile. The 
conditions arc not the same as obtained half a century ago or 
so. Many of the above-mentioned causes have lost their im- 
portance, in face of the inroads of new T’J^estern ideas and the 
changed economic conditions. Caste-system no longer holds its 
universal sway over the people who are changing their occupa- 
tions in defiance of caste restrictions. Economic considerations 
arc proving much stronger than the sentimental ties. More- 
over, as a result of the introduction of improved facilities of 
transport and communication together with the opening of new 
avenues giving better employme.nt by the development of large- 
scale cotton, jute, coal, iron and tea industries, and the increasing 
pressure of population on land, labour is much more mobile 
today than what it was a few decades ago. In the initial stages 
of industrial development in India, many factories had to face 
severe difficulties due to the ' paucity of labour, but now all 
industrial centres are beginning to have a surplus of labour 



which shows that labour is tending to seek its proper channels, 
Witli the better and larger spread of : general and technical 
education, with the gradual disappearance of religious scruples, 
social prejudices and caste restrictions, with the promise of 
improved economic conditions, and with the inculcation of the 
spirit of adventure and enterprise among the people, the time 
is .not far to see when labour will be as fluid and mobile as it 
is .found in any of the civilised countries of the world. 

Iiifliieiice of Social Customs 

In India, as elsewhere in the world, custom has influenced 
man’s life, actions and his economic relations to a very consi- 
derable degree. In civilised countries, custom is replaced by 
competition. But in India, though it is on the wane, even now 
the actions of the majority are governed more often by custom 
than by free competition. The late Mr. Justice Ranade ob- 
served: "The family and the caste are more powerful than the 
individual in determining his position in life. Self-interest in 
the shape of the desire for wealth is not absent but it is not the 
principal motto. The pursuit of wealth is not the only ideal 
aimed at. There is neither the desire nor the aptitude for free 
and unlimited competition except within certain pre- determined 
groves or groups. Custom and State regulations are more 
powerful than competition and status more decisive in its in- 
fluence than contract. Neither capital nor labour is mobile, 
enterprising and intelligent enough to shift from place to place. 
Wages and profit are fixed and not elastic and responsive to 
change of circumstances. Population follows its own law being 
cut down by disease and famine while production is almost 
stationary, the bumper harvest one year being needed to provide 
against the unce.rtainties of alternate bad seasons.” Regarding 
the influence of custom, Mill points out that it is often the 
powerful protector of the weak against the strong and their 
sole protector where there are no laws or Government. But it 
also, on the contrary, tends to repress the individual, and to 
subordinate him to the community in a greater degree than is 
desirable. Competition helps to bring out the best in man. 
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Tie Caste Si^stem 

Tlie caste system is a peculiar institution in India and must 
be distiiigukhed from tlie numerous social ' gradations obtainable 
in eTcry country of tlie world. ' ' These latter are not divided into 
so many rigid and water-tight compartments, and there are no 
restrictions of any kind in the choice of occupations of an 
individual provided he possesses the requisite knoivicdge and 
training for doing that work. In India, on the contrary, the 
essential feature of the caste system is that birth "determines irre- 
vocably the whole course of a man’s social and domestic relations 
and he must live, eat, drink, dress, marry, and give in marriage 
in accordance with the usage of the community in which he 
was born.” Castes are divided into three main types, the func- 
tional, the racial, ' and the sectarian. The most important of 
these arc the functional castes, representing the various occu- 
pations that were followed by a group of persons In earlier 
times. 

Undoubtedly, the caste system based as it was originally 
on economic division of functions, has promoted professional 
skill and dexterity and helped to preserve the various arts and 
industries of the country. Dexterity once acquired was handed 
down from father to son as the former always taught the latter 
his trade secrets more willingly and carefully than any other 
tutor. It also fostered the spirit of brotherhood among mem- 
bers of the same caste and gave protection to the weaker mem- 
bers of the community. Again, the institution of caste, as the 
biological studies inform us, has prevented the deterioration of 
the higher races and maintained the integrity of the Hindu 
Society by preserving the physical heredity of the people because 
the system definitely sets itself against any intermarriage with 
the inferiors. 

‘Whatever advantages might have been conferred by the 
caste system in days gone by, under modern changed conditions 
of production and distribution the rigidity of the system is a 
great obstacle to the free working of the economic forces of 
competition and to the full attainment of the economic efficiency 
of our labouring classes. It prevents the free flow of labour 
from profession to profession with the result that certain occu- 



patioiis are overcrowded wliile . others starve owing to paucity 
of labour. This limitation of competition leads to inequality of 
wages in diflbrent occupations ■ to the great detriment of the 
total national productivity.' The .system also acts as a bar to 
the progress of large-scale enterprise due to the lack of speedy 
adjustment between demand for and supply of a particular kind 
of labour. Large-scale production requires the co-operation of 
dilTcrcnt factors of production which is conspicuous by its 
absence due to the presence of the feeling of class hatred against 
one another. The caste system does not recognise dignity of 
labour and is antagonistic to the principle of equality. It has 
degenerated into an engine of social oppression. The depressed 
classes are subjected to barbarous humiliation and to many 
disabilities not only social but economic. The barriers of caste^ 
however, are breaking down day by day in consequence of 
which hereditary occupations under the stress of economic cir- 
cumstances are being given up with a view to adopt more 
lucrative businesses. 

Tlie -Joint Family System 

The institution of joint family obtainable in almost every 
part of India is another characteristic feature of the Hindu 
Society. In the West, the family generally consists of a hus- 
band, a wife, and the minor children. In India, the family 
includes, in addition to the above, many more members including 
even distant relatives. The corporate character of a joint family 
is noticeable not only as regards property, but also as regards 
food and worship. It is a sort of corporation in which all the 
members are held in subordination by the head and where every 
member earns according to his capacity and gets according to 
his need. 

The advantages accruing from the joint family system are 
mail)/'. The chief merit of it lies in the fact that it guarantees a 
minimum of subsistence to all the members in the family. The 
family looks to the best interests of the members, makes arrange- 
ments for their marriages for the perpetuation of family cul- 
ture and traditions, and takes care of the helpless orphans and 
unprotected widows. The system affords a good asylum, to 
the aged, the infirm and the poor who are given work, suited 
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to their strength and capacity thtisy rendering the State help in: 
the shape of work-houses, etc., superfluous. In the field of 
consumption, imicli economy 'is effected by preventing duplica- 
tion of iiousehold equipment and establishment,’ and thus, a 
cheaper Jiving is worked out. Apart from the economic 
advantages, the joint family system having its foundations on 
the virtues of affection and self-contentment fosters a spirit of 
selflessness, discipline, mutual respect and sacrifice, and produces 
a happy and contented home wherein each takes pride in the 
progress and prosperity of the other. The success or otherwise 
of a family depends largely on the presence or absence of judicial 
qualities in the head. 

But in modern times, the family system is showing signs 
of disintegration owing to the individualistic spirit created by 
the Westeni civilisation, culture and ideals. The intensification 
of the struggle for existence is another contributory cause in 
the dissolution of the joint family system. The system from the 
economic point of view has certain very objectionable points. 
It encourages indolence and stifles all energy for, when the barest 
means of subsistence are guaranteed to every member, some of 
?them are apt to lose the incentive to work. Consequently, 
parasites begin to flourish in every family and bring about its 
breakdown. Again, the system acts as a deterrent to the accu- 
mulation of capital as the earning of an individual is distributed 
among all the members of the family. Further, it checks the 
free mobility of labour as the family affection binds them to 
their native places and if they shift to some outside place in 
order to improve their economic strength they invariably cherish 
the hope of returning to their homes. Although the advan- 
tages are overborne by the defects considered from the economic 
point of view, yet the rank individualism of the "West which is 
a negation of social harmony should not be allowed to have a 
full play in India. 

WAGES IN INDIA 

“The great bulk of the labouring class in India are men 
who work on their own account and not for an employer. The 
rate of wages which appears to be the paramount question to 
the vast majority of the people of civilised lands, is a matter of 


¥ery high concern to the working class of India.” The renm- 
iieration for services rendered in the rural areas is governed hy 
custoras. 'The labourers receive their wages in kind at the 
harvest time and remain unapplied by a rise or fall of prices. 
A labourer prefers a low rate of wages in his own village instead 
of taking advantage of high wages prevailing in cities, but now 
he is undergoing a silent transformation due to the fact that pre- 
judices and conservatism are disappearing and a new demand 
for labour is being created by the modern industrial concerns. 
Money economy is replacing the old customary payments for 
services made in kind. The rate of wages is also rising slowly 
with the increase in the efficiency of the labouring classes. The 
improvement of public health, eradication of diseases, general 
welfare arrangements, the A^-arious Acts passed by the State to 
safeguard the interests of the labouring classes and the activities 
of the International Labour Organization, will improve the lot 
and earnings of the labouring classes in India. People have 
realised that cheap labour is really a dear labour. 
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Ayenige daily or monthly earnings of workers in India 


Occupations 

Usual 
period of 
payment 

Rate in 
cities 

Rate ill 
towns and 
villages 


Mis tries 

Monthly 

Rs. 

40 to 60 

Rs. 

0^0 t o 


Steam Engine 
Drivers 

40 to 50 

25 to 40 


Motor Drivers 


30 to 40 

20 to 25 


Firemen 


20 to 25 

15 to 18 


Proof Readers 
Compositors . . 
Weavers 

Daily 

40 to 75 
30 to 35 
12 0 

0 12 0 


Spinners 


0 

0 

0 10 0 


Coalminers .. 
Coolies in Tea 
plantations 

(a) Men . . 

(b) Women 
((T) Children 

Masons 


0 12 0 

0 5 6 

0 3 0 

0 I 0 

100 

0 12 0 


Bhisties 


0 10 0 

06 0 


Carpenters . . 


12 0 

080 

Or 24 seers of 

Blacksmiths . . 


I 4 0 

0 10 0 

grain per 

plough per 
cultivator. 

As above. 

Domestic ser- 
/vants ' 


0 5 0 

0 3 ' 6 


Semi-skilled 

workers 


0 12 0 

O' 9 0 

Or a fixed 
quantity of 

U ns killed 
workers 
(a) Men . . 1 


0 5 6 

0 

0 

grain at tlie 
time of har- 
vest. 

lb) W 0 m e n 


0 4 6 

0 3 0 j 


(/:) Children 


0 3 0 

0 2 0 


Barbers 


0 10 0 

0 6 0 

6 seers per 

Washerman,. 


0 12 0 

0 7 0 

■ adult mem- 
ber per year. 

Cobblers 


I 4 0 

0 10 0 


Village Teacher 

Monthly 


15 0 0 



CHAPTER XXIV 


INTEREST 

The Definition of Interest 

Interest is generally defined as die price paid for the ser“ 
vices of capital in the field of production. Prof. Carver defines 
it as “the income which capital returns to its otvner whether he 
lends it or employs it himself in his own business.” From 
the point of view of distribution, “it is the share of income that 
is assigned to capital goods, or more accurately to the owners 
of such goods for the part those goods play in production.” 

But these definitions are only one-sided, as they take into 
account only the productivity of capital and the idea of sacri- 
fice or abstinence in the postponement of an enjoyment on the 
part of those who save and lend is wholly neglected. In order 
to arrive at a true definition, we must view it from two sides — - 
the side of the borrower, and that of the lender. Looking at it 
from the side of the borrowers it may be affirmed that capital 
is required because it is productive and serviceable to the com- 
munity which in order to utilize these services for its own benefit 
is prepared to give interest. Capital can only be produced by 
saving which often needs certain sacrifices or waitings on the 
part of the people who postpone their present pleasures for the 
future and thus, bring capital into existence. In order to secure 
the control of this capital some inducement or reward must 
be otlered to the capitalists. In order to explain interest both 
from the points of view of borrowers and lenders, it is defined 
as the price for the productivity or services of capital, paid to 
the capitalist for his waiting or abstinence which he has under- 
gone in. order to save it. 

Gross and. Net Interest 

The term “interest” carries with it different shades of 
meaning. \Y'^hat we call in our everyday life as interest is in 
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reality “gross mterest” whieli iS clifi'erent from wliat we call in 
Economics as "net interest/’ Gross interest is mucii wider in 
scope iliaii die net interest and. is composed of tlie various ele- 
ments includirig net interest, ■ .die .former varies from country 
to country, from place to place, from man to man at one and 
die same time, the latter is (taking the complete mobility of 
capital for granted) the same at all places and with all the 
persons at one and the same time. The main cause for the 
variation in the gross interest is the absence or presence of the 
various elements at different places and with different indivi- 
duals. The following are the various elements — tlie different 
charges paid in the form of interest-^that go to make up the 
gross interest: — 

1. The reward for ■waiting or net or pure interest. This 
portion of the gross interest which is a payment for the use of 
capital without any allowance for risk or any other factor is 
termed as pure or net interest ; all other charges are the prices 
-exacted for the services rendered by the capitalist to the debtors. 
Whenever gross interest and net interest tend to coincide or 
there is a very small margin of diderence between the two 
it must automaticaiiy be assumed that this is “a payment for 
the loan of capital when no risk, no inconvenience and no work 
are entailed upon the capitalist because of the loan.” 

2, hmivance against risk of loss. Every act of lending 
involves some sort of risk because of futurity which is so un- 
certain. An extra insurance premium over and above the net 
interest is made by the lender to cover any J'isk of loss which 
may arise due to any business contingency or due to some flaw 
in the character or business morality of the borrower. The 
risks to which a lender is exposed may be classified under two 
separate heads: — 

(a) Trade risks. The investment in a modern industry 
is generally subject to great risks because its success depends 
largely upon speculation. Forward buying and selling, proili-:c- 
tion for future consumption and for foreign and uncertain 
markets are everyday feature of a modern industry and a .kind 
of necessity. Ail these entail grave risks which must be iiisured 
by the capit-alists in the form of high interest charges, 

(h) Personal risks. The personal risks vary greatly in 
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different cases, according to the character or the business 
morality of the individual borrower. ■ Ordinarily, a borrower 
possessing a secure credit can obtain a loan of capital at cheaper 
rates of interest than that person who is noted for his dishonesty 
and recalcitrancy in the repayment of his loans. The capitalist, 
on economic considerations, charges in the latter’s case a high 
rate of interest to insure himself against possible losses. 

3. The earnings of management. Certain kinds of in- 
vestments require a good deal of management — administrative, 
legal and executive — -which necessitates a great amount of 
botheration and trouble on the part of the lender. For this 
extra amount of trouble which he has to undergo in the form 
of keeping and maintaining the accounts of incomings and 
outgoings of his borrowers, be charges an additional remunera- 
tion in the shape of a higher gross interest, and what appears to 
the borrower as interest, is, in fact, from the point of view of 
the lender, earnings of management of a troublesome business, 
e.g., the kist system which demands a complete machinery for 
the distribution of the lusts and the realisation of the monthly 
instalments. The greater the inconvenience experienced in the 
realisation of principal and interest, the higher will be the 
gross interest charged on that particular kind of loaning. Thus, 
the gross interest may be much higher than the pure or net 
interest or may sometimes coincide with the latter. Some or 
all of the above-mentioned payments when combined, are termed 
as gross interest. 

Tlie Prolilem of Interest 

Closely allied with the question of "interest” are the various 
problems which require a clear exposition and some brief 
explanations. They are as follows:-— 

1. Should interest be paid? 

2. Why is interest paid? 

3. How is the rate of interest determined? 

We shall discuss these problems under separate 

heads. 
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StouM Interest, be Paid? , 

Tlie problem wlietlier interest be paid or not lias been a 
niucli debatable question . for many centiuies. Tlie ancients 
denied absolutely the justifiability of taking interest. The Law 
of Moses among the Jews condemned interest, Plato forbade the 
taking of interest, Aristotle regarded interest as unnatural be- 
cause lie thought that money was "barren.” The Laws of Islam 
forbid the taking of interest. The main cause of this trend of 
thought is to be found in the fact that in those times capital 
was borrowed not for productive but for consumption purposes. 
In those early days when there was little employment of capital 
for productive purposes, it was the poor and the needy who 
stood in need of credit for the satisfaction of his elementary 
wants and to tide over the period of distress and calamity and, 
therefore, the prohibition against interest- taking was considered 
justifiable on moral and ethical grounds. It was under these 
peculiar situations that the educated and enlightened opinion 
of the time waged a continuous war against the taking of 
interest. 

But the contemporary Hindu opinion was different and 
the taking of interest was not prohibited altogether. The Laws 
of Manu gave their sanction in this respect and since the pro- 
fession of moneylending is carried on in India from times im- 
memorial and the community of moneylenders is not consklered 
a disrespectable one, it can be safel}'' concluded that the impor- 
tance of taking interest and its justification was fully realised 
by the people of the country. The reasons for this solitary 
exception are not far to seek. India has been one of the most 
leading commercial and industrial countries of the world from 
a very early period of human history, and as such, industry and 
commerce always sought the services rendered by the community 
of moiie3denders. The importance of investment for produc- 
tive purposes was clearly realised by the Indians at a very early 
stage auxcl, that is why, the taking of interest in India was not 
looked upon as a "deadly sin” as in other countries of the tvorld. 

W^ith the improvement in the means of communications 
and knov/ledge together with the new inventions, the develop- 
ment of trade, commerce and industry and increasing demand 
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for capital for procfiictive investments, there appeared a gradual 
change in the opinions of men regarding the payment of interest. 
In the course of time, the demand for capital for productive 
purposes began to occupy the foremost position among the 
borrowings in comparison to the demand for purposes of con- 
sumption. Money is now mostly borrowed for productive 
purposes with the aid of which fresh wealth is created and the 
borrowers give something out of this wealth to their creditors. 
Modern opinion, therefore, has brushed aside the old idea against 
the non-payment of interest. 

Wliy is Interest Paid?-— A Reward for Service 

While defining interest we pointed out that from the point 
of view of the borrower, interest is the remuneration for the use 
of capital; it is a reward for the services rendered in production 
by capital. Interest is paid on capital because it gives a neces- 
sary service to the producer in the shape of increased production 
of goods and because this service would not be forthcoming 
unless a reward were paid for it. 

In modern times, the greater portion of the borrowings 
are effected for the productive purposes and generally the 
modern borrower is a great business magnate. With the help 
of his borrowings which represent his capital in the form of 
capital goods such as tools, machinery, buildings, plants and raw 
materials, he secures through the economies of large scale pro- 
duction a considerable increase of output at ai smaller cost per 
unit. Out of this increased product, the debtor is enabled to 
pay something in return for the services rendered by capital. 
Eut at times it becomes a very difficult task to draw any fine 
distinction between the loans for industrial and consumption 
purposes, therefore, interest is justifiable in all the cases. Fur- 
ther, loans for consumption purposes would not be forthcoming 
if interest were not paid on them. 

How is the Rate o£ Interest Determined? 

Various attempts have been made from time to time to 
explain the nature of interest and how the rate of interest is 
determined. The most noteworthy and important theory that 
has influenced the economic thought fo a considerably long 
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period is the "Productivity Theory” of interest evolved by 
Maitiiusj Say, Carey, etc., which seeks to establish that interest 
is a price paid for productive services of capita!; the "Abstinence 
Theory” propounded by Senior justifies interest on the ground 
that it is a reward for abstaining from the immediate consump- 
tion of wealth; the "Exploitation Theory” put forward by Karl 
Marx and Rodbertus tends to prove that interest arises from. 
exploitation, from depriving the workmen of their legitimate 
portion of the tota! wealth produced by them. A fuller treat- 
ment of these theories may be read from some of the bigger 
treatises on Economics. For our purposes it is sufficient to re- 
mark that these different theories have been only partially true 
in the study of the determination of the rate of interest. Every 
theory seems to start with a particular aim in view and attach 
a special bearing either on the demand side or the supply side 
of the problem. 

The latest and widely current theory is the “Demand and 
Supply Theory of Interest.” According to this theory the rate 
of interest depends on the demand for and supply of capital 
and is fixed by the interaction of the forces which influence 
the borrowers and lenders at a particular time in a particular 
business or trade. Like ...the value of other commodities, the. 
rate of interest is determined by the equilibrium of the demand 
for and supply of capital. Prof. Marshall writes that interest 
being the price paid for the use of capital in any market, tends 
towards a level at which the aggregate demand for that capital 
in that market, at that rate of interest, is equal to the aggregate 
supply of capital forthcoming there at that rate. 

The Demand for Capital- The demand for capital depends 
on the "productivity” of capital, always remembering, of 
course, that when we speak of the productivity of capita! we 
mean the joint productivity of capital and labour. "Capital is 
demanded” as Penson states, “^aus.e„.t,her,e..is an advantage to 
be gained from its employment.” The demand comes mainly 
from those who wish to employ that capital with advantage or 
with anticipated advantage to themselves, e.g., from traders 
and manufacturers, private individuals and business people from 
the local authorities and the State itself. The combination of 
all the various forms of demand including the demand for 
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consumption purposes makes up the aggregate Demand for 
Capital, It is a point to be borne in mind that every factor 
of production, in a productive undertaking, is employed upto 
tlie extent it is advantageous or profitable to the cntrepreneuro 
Tbe demand for capital, like other commodities and services, 
depends on its utility and productivity to the borrower. This 
productivity of capital fixes the maximum price which a 
borrower is willing to pay rather than go without the services 
rendered by capital. 

The Supply of Capital. The accumulation or supply of 
capital, as previously discussed, depends upon the power and 
the will to save together with the opportunities available for 
investment in a particular country. To repeat, in the words 
of Marshall, the supply of capital is governed by a great variety 
of causes (i) custom, (it) habits of self-control and realising the 
future, (Hi) the power of family affection, (iv) security of 
life and property, (v) progress of knowledge and intelligence, 
(vi) facilities for the investment of capital, and above all (vii) 
the rate of interest. The rate of interest has a commanding 
influence on the accumulation of capital though it must be 
noted that people will save even if the rate of interest is zero 
in order to make provision for a rainy day and old age. But 
in view of the fact that the creation of capital involves the 
postponement of present consumption of wealth and is attended 
with some sacrifice of ‘waiting,’ an adequate inducement in 
the form, of the rate of interest has to be offered to attract a 
requisite fund of capital for the diverse requirements of the 
community. Different rates of interest will influence the savers 
in a variety of ways, many of whom will be willing to put forth 
their supply of capital at a lower rate of interest. Under 
such conditions, the rate of interest is determined by the reward 
or rate of return required to induce the 'marginal saver’ to 
bring forth his supply of capital demanded in an industry. The 
supply of capital is also governed by the rate of interest. The’ 
higher the rate of interest the greater is the amount of saving 
and capital, the lower the rate of interest, the smaller is the 
amount of saving and capital. 

The Rate of Interest. Having analysed the conditions of 
demand for and supply of capital, let us now try to understand 
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Ilow they act upon one another in the determination of the 
rate of net interest which practically involves no element of 
risk, nor any trouble of management and collection in the reali- 
sation of the invested amount of money. 


DEMAND : 
Arat '-unt of capita] 
that would be 
borrowed 

Rate of interest 

SUPPLY 

Amount of capita.], 
tliat wouIJ 
be lent 

..'■Rs,. 


' 'Rs.'.'-. 

1,00,000 

5 per cent 

10,00,000 

2,00,000 

4^ 

8,00,000 

: 3,00,000- 

4 

. 6,00,000 : 

, 5,00,000 


5,00,000 

8,00,000 

3 

2,00,000 

10,00,000 

2 „ 

1,00,000 


If the rate of interest be 4 per cent the demand would 
amount to Rs, 3,00,000 and the supply would be equal to 
Rs. ^,00,000. In this case, the supply being greater than the 
demand, the more eager lenders would be willing to lend at a 
lower rate of interest. On the contrary, if the rate were 3 
per cent the demand would be for Rs. 8,00,000 and the supply 
would shrink to Rs. 2,00,000. In this case, demand being 
greater than supply, the more eager borrov/ers v/ould be willing 
to pay a higher rate of interest. The rate of interest v/ould 
settle between 4 and 3 per cent. In accordance with our given 
schedule, the rate at which there would be an equilibrium bet- 
ween demand and supply is 3/4 per cent a rate at which equal 
quantities of capital, viz., Rs. 1,00,000 are demanded and 
supplied, and at which point the marginal productivity of 
capital, as measured in money, will tend to equalise the sacrifices 
of the marginal saver. 

Diffemit 'Rates- of Isiterest 

In the foregoing section, we have examined the factors 
working in the determination of interest rates and perceived 
that this pure or net interests— the price of capital — is deter™ 
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mined, like the prices of all other commodities and services, 
by the interaction of demand for and supply of capital. Hence, 
diere sJiordd be one single rate prevailing at a particular time. 
But in the business world we notice reniarkable variations in the 
rates of interest charged by moneylenders, pawn-brokers, private 
mer’chants and capitalists, banking institutions and the public 
authorities from their respective customers. The interest rates 
generally vary from 3 per cent to 7, 9, 12, 25, 75 (one anna 
per month on every rupee borrowed) percent. How such 
astounding differences can be accounted for? The reason for 
this variation is to be found in the fact that what a layman 
takes to be interest, is 'gross interest’ as distinguished, from, 'net 
interest.’ Gross interest, as we have explained, includes beside 
the payment for the use of capital, other charges of insurance 
against risk and expenses of management in respect of the loan 
advanced to the borrower. The 'gross interest’ varies from 
industry to industry and from individual to individual due to 
the varying degrees of risk and trouble of management and 
collection involved in an investment. Net interest tends to 
remain tlie same at a particular period of time. The rates of 
interest shall have a tendency to remain high so long as the 
security is wanting and the business morality is not fully deve- 
loped. It is for this reason that in backward and uncivilised 
countries, where the means of subsistence are insufficient a.nd 
the conditions of life and property unstable, the rates of interest 
are generally higher than in the civilised ones. 

Again, diffierent rates of interest are found prevailing in 
diiferent countries because of the immobility of capital to 
foreign countries. The disinclination of an investor to place 
hi.s capital in bareign investments brings about wide differences 
in the local rates of interest. The "disinclination of capital to 
emigrate” can be ascribed to the hesitation of investors who 
do not like to lend in foreign countries because they feel that 
the foreign administration may not be fair and sympathetic in 
respect of credit claims, etc. Secondly, the apprehension of 
an international war which might lead to a suspenriioa of in- 
tc/’c.st-p.'iyjnents, if .not forfeiture of the entire ifivested capital, 
ice’bids lenders to send their supply of capital even if the rates 
arc somewhat more remunerative. These causes in addition to 
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tlie caiises already exammed above may operate to create 
differences in the rates o£ interest in different countries. 

Tlie Tendency of the Rate of Interest to Fall 

An intelligent study of the rate of interest and its exa- 
mination by the economists has shown them that there has been 
a noteworthy tendency, with the economic and social progress 
of society, for the rate of interest to decline. In spite of 
the continuous demand for new capital for the expansion and 
maintenance of industrial equipment and commercial require- 
ment; in spite of our extended use of wealth in unproductive 
consumption for the satisfaction of comforts and luxuries in all 
their new varieties; and in s|)ite of the periodic destruction of 
capital supplies or the temporary stoppage in the course of 
accumulation in war time and other periods of disorder or 
natural calamity, wealth in all its various forms tends strongly 
and continually to increase. Tliis increase in wealth brings 
about an increased accumulation of capital as a result of which 
the marginal utility of capital to the borrowers decreases and so 
also the rate of interest. 

It has been maintained by a few economists that in the 
course of time there is every possibility of the rate of interest 
falling to zero. In pure theory such a state is conceivable when 
the rate of interest with the ever-increasing supply of capital 
may continue to decline until it falls to zero. But the actual 
conditions of the industrial and business world point us the 
inaccuracy and inexactitude of such a statement. Firstly, when 
the rate of interest is zero the marginal savers, who are induced 
to save chiefly by the inducement or reward offered to them In 
the shape of interest, will spend their surplus income in. the 
present gratification of their wants and those who will save will 
tend to hoard it or spend it more lavishly in the immediate 
pleasures of self-indulgence as ai result of which the total supply 
of capital will be diminished and fall short of the demand. 
•Secondly, every investment does involve some risk, inco.nve- 
nience and expense and, therefore, interest must persist. As a 
matter of fact the entire structure of modern industrial organi- 
sation is far more hazardous than it has ever been so. Thirdly, 
the destruction of wealth that usually takes place either through 
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war, flood, conflagration or some 'other -freak of nature requires 
to be repaired as a result of which fresh demand, for capital is 
created. Again, a.n increase of population, new inventions in- 
volving expensive machinery, reclamation of new and waste ■■ 
lands, new modes of living are all continually creating the 
demand for capital to a considerable degree. All the above- 
mentioned factors prevent the rate of interest or the marginal 
productivity of capital from falling to zero and, therefore, there 
is no likelihood of the rate of interest ever falling to zero. 

Interest and Rent 

Interest is a payment for the use of capital; rent is the 
income derived from the ownership of land and other free gifts 
of nature. As such both the incomes can be said to be accruing 
from 'material aids’ to production. During short periods there 
is a great resemblance between interest and rent because in the 
short period the supply of capital goods, like the supply of 
land, is inelastic and cannot be immediately increased in response 
to an increased demand for them. That is why the returns on 
capital goods whose supply is limited, though for a temporary 
period, have been termed as qiiasi-rent—zs if they were in the 
nature of rent. But in the long period the resemblance ceases 
to operate because, unlike the supply of land, the supply of 
capital goods can be increased positively to equate the enhanced 
demand for it. It is this closer affinity between interest and 
rent which has led Prof. Marshall to state that "rent, quasi-rent 
and interest arc three species of the same genus.” 

Land is a free gift of nature its supply being inelastic; 
capital is a product of human labour and can be increased 
considerably with a rise in demand for it. In this respect 
interesi: differs essentially from rent. The latter tends to rise 
with the progress of society and the increase of population 
while the former tends to fail under the same conditions. Fur- 
fher, the rate of net interest tends to equality tvhereas rent 
differs considerably due to the relative advantages of fertility 
or of situation or both possessed by a land over the least pro- 
ductive o,ae. Again, the amount of rent is determined by the 
exislcncc- oi no-rent land from which is measured upwards the 
surplus of ]U"oduce of the lands bearing rent but in the case of 
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capital we do not find any no-mterest capital for all portions of 
capital bear the same interest. Then, again, rent does not enter 
into the price of agricultwral produce either on the extensive 
margin or on the intensive marghi, whereas interest does so 
and plays an important role in the cost of production. 

Ill many cases land and capital are found mingled together 
and, therefore, the distinction between rent and interest is not 
very apparent and clearly discernible. For example, the capital 
that has been permanently invested in land for effecting im- 
provements in its productivity becomes indistinguishable from 
the natural and permanent conditions of land and gets so assi- 
milated to it that the entire return is taken to be rent which, 
from the point of view of economic theory, consists of interest 
proper and rent. Again, the rent of buildings is made up of 
two elements, viz., interest on capital invested in the construc- 
tion, repairs and renewal of the buildings and rent arising out 
of the use of land upon which the building is raised and any 
situational advantage possessed by that plot of land- 

The Causes and. Other Peculiarities of High Interest 
Rates in India 

The progress of the country from the industrial, com- 
mercial and banking standpoints has been shockingly a halting 
one; the various types of banking institutions are not fully 
developed, oi'ganised and co-ordinated and they fall short of 
the demand of the country. Industrial banking facilities do 
not exist to finance industries on an adequate scale and their 
capacity to meet their needs is very limited. The hoarding 
habit is still rampant and holds the fiield to a considerable degree. 
The vast rural areas utterly lack any form of modern banking 
and credit facilities except the maha]an or the sahiikar who holds 
a monopolistic position, as the co-operative credit societies and 
land mortgage banking facilities are very inadequate to meet the 
requirements of the cultivators. 

(i) In view of the absence of a well-regulated banking 
system and the paucity of capital caused chiefly by the poverty, 
thriftlessness and hoarding tendency of the Indian people, the 
rates of interest, net as well as gross, generally prevalent through- 
out India are comparatively high if compared with other pro- 
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gressive countries. In some cases they are exorbitant and 
tortuous bringing about adverse economic effects in the v/ay o£ 
iiidiistriai improvement. Although the Indian moneylender 
has earned the notoriety of a 'Shylock" for his usurious rate of 
interest and other malpractices, yet his tendency of charging a 
higher rate of interest than the joint-stock banks or co-opera- 
tive institutions can be justified on economic considerations, be- 
cause he runs terrible risks with regard to the payment of the 
loan. 

(?i) The rate of interest tends to go high in view of the 
fact that a large amount of capital is still borrowed for purposes 
of consumption as contrasted with the capital employed for 
productive purposes and because of the lack of collateral secu- 
rities with the borrowers whose capacity to save after the 
satisfaction of their necessaries of life is very limited. In such 
a state of economic forces, the moneylenders charge a high rate 
of interest to cover the risks and difficulties of management 
experienced in the realisation of their dues. 

(Ui) Another peculiarity of interest rates is found in the 
fact that they vary a great deal from locality to locality much 
more markedly than in any other country. They are com- 
monly high in rural localities than in urban areas where the 
banking and credit facilities are available on a much larger 
scale and the rates are fairly competitive. 

(iv) Lastly, wide fluctuations in the rate of interest are 
perceived from season to season. India is predominantly an 
agricultural country. At each harvest, particularly the rabi 
one, a great stringency is felt in the money market when there 
is a universal mobilization of crops from rural areas to urban 
centres for purposes of export, etc. This period happens to 
coincide with the marriage season and a further demand for 
money is thereby created. As soon as the seasonal demand for 
capital is satisfied, the bank rate falls again. This constant 
AMriation in the rate of interest from season to season and from 
year to year is a great hindrance in the industrial dcAT^elopment 
of the country. 

Mobility of Capital 

Some theoretical considerations. Mobility of capital, like 
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the mobility of labour, means the free flow or movement of 
capital In response to higher interest from place to place or 
from industry to induvStry. Capital is more mobile than labour 
because capital, unlike the labourer who must deliver himself 
personally on the spot of work, can be invested at any place 
or in any industry promising a higher rate of interest without 
being bothered by tbe climatic conditions, language difficulties, 
the distance, and the absence from kith and kin — factors which 
determine to a considerable degree the mobility of labour. There 
are usually two ways in which capital can be made mobile, 
namely, either by direct investment in productive concerns by 
purchasing shares of a joint-stock business, in Government or 
some other kind of stock, or indirectly by depositing in the 
banking institutions which manage to put credit facilities into 
the hands of those who are able and willing to make a good 
use of it. If there be perfect mobility of capital, both in 
respect of places and industries, tlien the returns on invested 
capital would tend to equalise all over the country, but when 
the rates of interest vary from one place to another and from 
one industry to another it indicates that perfect mobility of 
capital is not possible within the range of practical life. 

Mobility of capital depends upon the form it assumes. 
Circulating capital is more mobile than fixed capital Liquid 
capital, on a slight inducement of a higher rate of interest in 
some particular industry, can readily be invested. The holders 
of shares can sell away their shares and transfer them but 
it is otherwise with the fixed capital Capital once sunken in 
buildings, tools, machinery, etc., peculiar to an industry cannot 
be transferred even if there were greater prospects of returns 
unless their full value has been realised. 

Security of investment or absence of risks from any loss 
is a necessary concomitant of mobility of capital Most of the 
investors prefer a safe investment of their capital at a lower rate 
of interest and abstain from hazardous and uncertain businesses 
with prospects of a higher rate of interest. Again, it depends 
upon the industrial and commercial progress achieved by a 
country. In an agricultural country, the movement of capital 
is not so rapid as it is found in an industrialised country because 
of the large requirements of capital for the various productive 
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concerns. The rapid means of communication such as tele- 
phone, telegraph and radio, the banking institutions, and the 
share of stock markets are further important agencies that tend 
to promote the mobility of capital. Lastly, the political stabi- 
lity and peaceful atmosphere of the country is greatly conducive 
to an easy flow of capital from one part of the country to 
another for purposes of productive employment. 

Mobility and Supply of Capital as found in India. It is an 
admitted fact that without an adequate supply of capital and 
its free flow into productive channels no country can aspire to 
achieve industrial and commercial development and economic 
salvation. The modern processes of production require a colos- 
sal fund of capital which, in the absence of a proper feeding, 
would starve, decay and bring about an industrial retrogression 
extremely detrimental to the economic existence of a country. 
Therefore, an adequate supply of capital that would oil the 
wheels of the productive processes and set them going with ever- 
increasing pace is an indispensable concomitant of industrial 
progress and economic advancement. 

In India, like the industrial countries of the world, capital 
is demanded for commercial, industrial and agricultural require- 
ments and for financing those stupendous schemes which are 
usually undertaken by the Government of India, Provincial and 
Local Governments. The indigenous capital falling far short of 
the country’s requirements, a large supply of foreign capital in 
the form of sterling loans of the Government of India and the 
capital of the foreign joint-stock companies, came to be in- 
vested in India in banking and insurance businesses, jute and 
iron industries, tea and coffee plantations, railways and mining 
enterprises. 

In our country on account of the general backwardness 
and poverty of the people, savings have been too slow and 
inadequate and their mobilisation into capital resources for pro- 
ductive purposes has been all the more scarce. In the opinion 
of the External Capital Committee, 'There is sufficient potential 
capital in India to meet the large industrial requirements, but 
that it is timid, conservative and requires to be drawn out.’ 
Every year enormous quantities of capital resources are running 
to waste which, if arrested, will not only replace the external 
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capital to a considerable degree but also stream forth into new 
channels of production which have so far received only a scanty 
atteiition of our industrialists. Our potential supply of capital 
is either unproductivcly used or buried in the bov/cls of the 
earth, or locleed up in bullion, jewellery and buildings or frozen 
through a purchase or mortgage of land which appeals still to 
the multitude as it seems to give them an air of superiority 
and a decisive status in society. 

It is a redeeming tendency to observe that we have now 
realised to appreciate the advantages of saving and investment. 
During the last twenty-five years, capital is becoming more 
mobile as is represented by an increase in the number of banks 
with their increasing deposits, but it has flown into well-tried and 
well-beaten channels only, e.g., cotton, leather, silk, paper, 
sugar, flour-milling, cotton ginning and paddy-husking indus- 
tries, where it has sometimes even resifited in over-investment. 
Security of investment is an essential condition in the mobilisa- 
tion of capital resources specially for those who are passing 
through a transitional stage of modern banking and industrial 
economy. The recent investments made in iron works, cement 
concerns, cigarette factories, hydro-electric installations, and, 
above all, sugar mills in the United Provinces, just after the 
protection granted by the Govermnent, bear a strong testimony " 
to the fact that Indian capital is no longer shy and timid. The 
ready response of the investing public to the Government rupee 
loans floated now and then, the huge deposits and cash certi- 
ficates of the postal savings banks, the increasing business of 
Life Insurance Companies, the shares issued by the Reserve Bank 
of India, amply prove the validity of the aforesaid statement. 
Many of the big industrial enterprises and commercial concerns 
are now financed by Indian capital and it is expected that with 
increasing facilities of banking specially of industrial finance, 
much of the potential capital that now lies deep buried unpro- 
ductively will come out for industrial, agricultural and com- 
mercial developments. 

Obf Need 

Banking facilities are thoroughly inadequate for tapping 
the entire resources of the country and for mobilizing them 
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into capital resources for her industrial development. There 
are numerous urban places of considerable commercial Import- 
ance wlijcli are not served by any banking agency; v/liile rural 
areas are totally bankrupt of banking facilities, and cultivators 
know not the name of investment. In order to mobilise the 
meagre savings of the cultivators, landowners and petty traders, 
the establishment of co-operative institutions and postal savings 
banks at an early date seems to be an urgent need of the rural 
areas. ■ , 

Industrial banking facilities of a specialised character, as 
found in the 'Western countries or in Japan, are conspicuous by 
their absence in India. In our country, capital for industrial 
development is not easily forthcoming from the public. This 
immobility of capital is due to a variety of causes. Firstly, there 
is no recognised method in India by which the general public 
can obtain information, advice or assistance as regards indus- 
trial investments. Secondly, the failure or lack of success of 
many of the industries started in India has shaken the confi- 
dence of the public in industrial investments to a certain extent, 
Lakly, the fiscal policy of the Government which does not 
guarantee protection against foreign competition seems to be a 
powerful check to the free flow of capital to new and less 
popular channels of production. In view of these drawbacks 
and deficiencies found associated with the industrial finance in 
India, the Central Banking Enquiry Committee have recom- 
mended the establishment of a “Provincial Industrial Corpora- 
tion” for every province, with branches, if necessary, and with 
capital initially or permanently supplied by the Provincial 
Governments. Their establishment in the various provinces is 
anxiously awaited. 
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RURAL INDEBTEDNESS IN INDIA 

It is necessary to inquire into the causes of rural indebted- 
ness which proves a great stumbling-block in every scheme of 
rural reconstruction. The condition of the Indian cultivators 
is at once miserable. Their poverty is appalling, their indebted- 
ness is inextricable, and their income is ridiculously insignificant. 
Writing about the indebtedness of the cultivators, the Royal 
Agricultural Commission stated; “No one, we trust, desires, 
to witness a continuation of a system under which people arc 
born in debt, live in debt and die in debt, passing on their 
burden to those who follow. That there are large numbers of 
hopelessly insolvent debtors in rural areas is generally admitted 
and we cannot regard it as making for health in the, body 
politic that they should be allowed to remain without hope, .and 
without help.” Various estimates that have been made to find 
out the extent of the agrarian indebtedness go to show that the 
problem has assumed alarming dimensions. Recently the Pro- 
vincial Banking Enquiry Committees have estimated the rural 
indebtedness amounting to over Rs. 900 crores and the worst 
feature of it is that it has been distinctly on the increase. It 
is said that to 78 per cent of the cultivators are involved 
in debt and most of it is secured by mortgage of land. 

Caitses of Rural Indebtedness 

So many factors have combined to bring about this im- 
portant problem of rural indebtedness that it becomes difficult 
to separate the cause from the effect. Controversy may arise 
whether or not a certain factor is the cause or the effect of 
rural indebtedness. Nevertheless, a brief attempt will be made 
in the following pages to point out the few important causes 
which have conspired to bring this dire situation before out- 
country. 
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(i) One of the primary reasons of the chronic indebted- 
ness is to be found in the fact that agriculture as a profession 
has ceased to be a paying one in the country where about 
73 per cent of the population depend directly upon it. Owing 
to the heavy annual interest charges, the excessive pressure of 
the pojpulation on land, resulting in minute sub-division, and 
uneconomic fragmentation of holdings, the loss of industrial and 
subsidiary occupations due to a large influx of cheap machine- 
made goods from abroad, the loss resulting from unorganised 
marketing of the agricultural products, the cultivator is not 
making any profits from his land. He is engaged in agricul- 
ture not for a net return but for subsistence and because he 
cannot find profitable investment of his labour elsewhere. The 
production from land is not enough to satisfy his needs which 
force him to fall in debt from which extrication becomes diffi- 
cult, in spite of his patient and hard toil on fields and the most 
frugal ways of living. 

{n) The insectirity of harvests. The country is subject to 
frequent failures of rains and the resultant famines. Agricul- 
ture is a gamble in rain. In every five years, it is estimated, 
there is one good year, one bad year and three indifferent years 
from the point of view of rainfall. Occasional ravages of 
famines with all their severity cause endless miseries to millions 
and break the backbone of the peasantry, and the cultivator, 
having no reserve to fall back upon in times of distress, easily 
falls into the clutches of a moneylender. Failures of harvest, 
due to drought or floods, conflagration, the uncontrollable 
swarms of locusts, hail or storm, force even the thrifty to fall 
into the hands of a moneylender. 

(zVi) The loss of cattle due to famine and disease. Owing to 
frequent failures of the Monsoons resulting in a scarcity of fodder 
and water, many cattle die of starvation. The sudden loss of 
cattle due to diseases like rinderpest affects the cultivator adverse- 
ly and necessarily sends him to the moneylender, in the absence 
of any cattle insurance scheme from which he may recoup 
his losses. 

(iv) The excessive litigation. Disputes about land and 
money dealings and other petty points are a potent cause of 
the ruin of the cultivators. The multiplication of pleaders, as 



506 


FIRST APPROACH TO ECONOMICS 

a resilit of the extinction of the village Panchayats, has created a 
situation altogether different. The old village harmony and 
co-operative instinct is superseded by feud and factiousness. 
The effect of heavy expenditure and time upon the slender 
purse of the cultivator for purchasing justice in the Courts of 
Law can easily be imagined^ 

(v) The moneylender and the provision of credit. Agri- 
culture requires credit all the world over, to which India is no 
exception; the agriculturists realise their income only at harvest 
times while the expenditure is distributed over all the twelve 
months. In rural areas, there are no banking facilities to finance 
agriculturists for carrying on their farming operations, as are 
to be obtained in the cities. The provision of credit for the 
poor agriculturists, under the present stage of rural credit or- 
ganisation, is made by the YilUge mahajan who by taking advan- 
tage of the tenant’s rank ignorance and dire necessity charges 
unscrupulously high rates of interest. A well-known author in 
pointing out the evil effects of usury states; It is usury — "the 
rankest, most extortionate, most merciless usury — ^which eats 
the marrow out of the bones of the ryot and condemns him 
to a life of penury and slavery, in which not only is economic 
production hopeless, but in which also energy and will become 
paralysed and man sinks down beaten into a state of designed 
fatalism from which hope is shut out and in which life drags 
on wearily and unprofitably as if with no object in view.” In 
the absence of any other better system of credit organisation, 
the village moneylender plays a useful part in the rural eco- 
nomy but the price exacted for the services rendered to the 
cultivator is too extortionate and his rapacious habits to defraud 
and inveigle him into his vicious net by divesting him of his 
property are too questionable. 

(vi) The extravagance of the cultivator. Apparently, it 
seems a. big contradiction to stigmatize the Indian cultivator as 
extravagant in his expenditure; he works under semi- starvation 
and goes half naked. In spite of his being a most frugal and 
abstemious sort of man, sometimes at the call of some religious 
or social ceremony sanctioned by custom and tradition, he is apt 
to carry expenditure to extravagant limits forgetting the eco- 
nomics of thrift. The reckless expenditure on marriages (spe- 
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cialiy wlien we consider tlie fact that large amounts of money- 
arc to be spent in the purchase of brides in many rural 
localities) and other social festivities bears practically no relation 
to liis economic ability. 

iyti) Ancestral debt. Among the causes responsible for 
the colossal indebtedness, ancestral debts must be given a high 
place. Many an agriculturist starts his career with a heavy 
burden of ancestral debt and drags the loan for the whole of 
his life, taking it to be a religious and social obligation with 
the consequence that the burden goes on accumulating and be- 
comes hereditary. An Indian cultivator takes birth as a debtor, 
lives as a debtor and dies as a debtor. 

{viti) Change in the economic position of the agriculturist, 
'On the strength of the enhanced, value of land because of the 
general economic progress specially in the sphere of communi- 
cations, he is tempted to borrow more and the lender hesitates 
less to advance for the law has given a greater security to the 
lender for the recovery of loans.’ As a result of this change a 
large number of peasant proprietors have become landless, their 
property being devoured by their creditors under the safe pro- 
tection of the law. 

(ix) Illiteracy. Illiteracy forms one of the principal 
obstacles to his progress. Suffice it to say that owing to his 
ignorance and illiteracy, he is being everywhere cheated both 
in private and public life. They easily fall into the clutches 
of the shrewd and intelligent owing to their simplicity and 
ignorance. 'The moneylender tempted him to borrow, the 
lawyer to quarrel and the trader to waste.’ 

(a) Land Revenue Policy and indebtedness. Some thinkers 
have come to regard land revenue policy of the Government 
as responsible to a certain extent for agricultural indebtedness. 
It is contended that today as a result of an inelastic system of 
revenue collection together with the fixed payment in cash no 
due regard is taken of the character of the season. Without 
going into the details of the controversial question, it can be 
said that the cultivator, in the absence of any reserve at the time 
of a famine, is forced to borrow to pay off the Government 
demands. 
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■Remelial Measures of the GoTemiment 

The Government of India realised the gravity of the skua- 
tion in the early seventies of the last century and since then 
several measures have been enacted with a view to ameliorate 
the deplorable lot of the debt-ridden peasantry. The Land 
Improvement Loans Act and the Agricultural Loans Act, the 
former to enable cultivators to obtain loans from the Govern- 
ment at a low rate of interest for productive purposes such as 
purchase of improved agricultural appliances and improvement 
of land, and the latter for current agricultural purposes such as 
the purchase of seed, cattle, etc., for areas affected by famine, 
were passed in 1883 and 1884, whereby Government advanced 
takkavi loans to the cultivators on the security of their land 
to be repaid in easy instalments. But owing to so many rigidi- 
ties and formalities, these takkavi loans could not become popular 
with the agriculturists. The I.and Alienation Act of the Punjab 
was passed in 1900, with a view to restrict the land transfers 
and to protect the lands of the cultivating classes from passing 
into the hands of the non-agricultural classes. But fresh diffi- 
culties arose for a new class of moneylenders amongst the 
agriculturists sprang up and the problem remained where it was. 
Various other measures were enacted to cope with the monstrous 
indebtedness but none could mitigate the real hardships of the 
poverty-stricken cultivators. The U. P, Government has passed 
many Acts, e.g., The Agriculturists’ Relief Act, The Encum- 
bered Estates Act, The Usurious Loans Act of 1934 with a view 
to make provision for the relief of the agriculturists from 
indebtedness but we have to wait and see their results. 

The Government of Madras deputed Sir Frederick Nichol- 
son to Europe to enquire into and report on the possibilities of 
introducing in the Madras Presidency a system of agricultural 
or other land banks. In his famous Report published in 1895- 
97 he pleaded strongly for the introduction of co-operative 
credit societies in India. Nicholson summed up his conclusions 
in tViTo notable words, "Find Rakfeisen.” In 1901, a committee 
under the presidency of Sir Edward Law was appointed by the 
Government of India to consider the question of introducing 
co-operative societies in India. As a result of the committee’s 
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i-ecommeiiclations, the Co-operative Credit Societies Act of 1904 
was passed. 

i ■ Wliat is Co-operation? 

The term Co-operation, in the sense in v/liich it is used by 
economists, namely a special form, of economic organisation in 
, which people work together for definite business purposes under 
certain definite business conditions, is somewhat difficult to 
define. Perhaps the nearest approach to a scientific definition 
embracing all the salient features of a co-operative society would 
be to say that co-operation is an organisation wherein the weak 
voluntarily associate together on a basis of equality for lifting 
. themselves up out of weakness into strength and for the pro- 

! motion of their common economic interest by securing the 

I jbenefits of a large-scale dealing, be it in credit, production, 

consumption or distribution, through common ownership and 
! democratic management of the instruments of wealth. The 

I essence of co-operation is that each shall work for all and all for 

each in the realisation of their common good. In co-operation 
there is an attempt to realise the idea of brotherhood and 
common fellowship and to eliminate the idea of a competitive 
system. Co-operation is, in fact, a great constructive force; 
it has no class hatred and it does not believe in the struggle for 
existence; it is a revolt against modern capitalism and is in. 
complete antagonism with competition. "Self-help” and 'self- 
reliance’ is its guiding motto. 

jits Historical, Backgrounds 

; The idea of co-operative credit was started in Germany, in 

I the middle of the last century by two great philanthropists who 
ij were deeply stirred by the sufferings of the poor at the hands of 
j the extortionate moneylenders. One of them, Schulze-Delitzsch 

(1808-83), started urban credit societies to furnish credit to 
small traders, employers, artisans and the middleclass men in 
towns. The other was Raiffeisen who organised rural credit 
and later on other forms of co-operative societies for the poor 
f agriculturists. 

As all the co-operative societies in India have been based 
either upon the Raiffeisen or the Schulze-Delitzsch types of 
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societies, it is necessary to tinderstand the main features of 
'cacii of tiicra. 

The chief features of the Raiffeisen Societies arc the follow- 
ing: — (i) limitation of area so as to secure mutual personal 
kno'wledge on the part of members; («) shares, if any, of very 
small value so as to prevent dividend-hunting and to enable 
even, the poorest persons to become members; (w) permanent 
indivisible reserve fund; (iv) unlimited liability of all members 
for all debts of their society in order to ensure better credit 
and mutual supervision; (v) loans only for productive purposes, 
and to members alone; (vi) credit for relatively long periods 
v/ith facilities for repayment by instalments; (vu) the determi- 
nation every year, by the members of each society, at a general 
meeting, of the maximum credit that may be held by the 
individual members at any time as well as of the loans that 
may be taken by tbe society; {viu) absence of profit-seeking; 
dividends, if any, being usually limited; (ix) office holders, 
not paid for their services and expenditure is kept as low as 
possible; (%) provision is made for purchasing of agricultural 
requisites for sale and hire to members; and (jfi) promotion of 
the moral as well as the social advancement of the members. 

The chief features of the Scliulze-Delitzscli Bank are: (i) 
wider area of operation; (//) the shares are high in value but 
the amount is payable by small instalments which serve the 
object of compulsory saving; {Hi) there is no indivisible reserve 
though there is the usual reserve built by carrying a portion of 
the annual profit to the extent of say 20 per cent; (/f) limited 
liability; {v) short-term credit; (vi) high-dividend, there being 
no limitation on the rate; (vH) paid administration to secure 
efficiency; (vin) there is no personal relationship and mutual, 
touch among the members; and (ix) special emphasis is laid on 
the business aspect of tbe society rather than on the moral one. 

Rural and Urban Societies 

In 1904 provision was made for the starting of only two 
types of credit societies, viz., Vural’ and 'urban’ and it was laid 
down that four-fifths of the members must be, in the first case, 
agriculturists, and in the latter j non-agriculturists. In the case 
of rural societies, unlimited liability was the rule; in the urban 
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societies the matter was left to the choice of the society. Pro- 
fits in the case of a rural society, were to be carried to a reserve 
fund, or applied to the reduction of the rate of interest, and a 
bonus might be distributed only when requirements in these 
directions have been fully met; in the case of urban societies, 
no dividend was payable until one-fourth of the profits in a 
year were carried to the reserve fund. Limitations v/ere also 
jdaced on the size of the share capital where this was raised; 
no member was to hold more than one-fifth of the shares; the 
total value of an individual member’s share could not exceed 
Rs. -4,000; nor could he have more than one vote. Certain 
privileges were conferred upon the credit societies, viz., provi- 
sion was made for exemption from income-tax, stamp duties 
and registration fees. In every province, a Registrar was 
appointed to exercise supervision over the organisation and con- 
trol of the movement, and to become the guide, friend and 
philosopher of the movement. 

Primary Agricultural Credit Societies 

In view of the predominance of the primary agricultural 
credit societies, it is both interesting and instructive to under- 
stand their working. By a Primary Society we mean that type 
of co-operative institution which deals with and renders service 
only to individuals and not to societies. The structure of a 
primary agricultural credit society is very simple. 

(/■) . Size and area of operation. Any association of not 
less than ten members might apply for registration of an agri- 
cultural credit society, provided the members are of the same 
tribe, or occupation, or from, the same locality. The size should 
not be unwieldy because as the number increases efficient manage- 
ment tends to deteriorate. The ideal is one society for each 
village as it is necessary for the success of the society to have 
mutnai knowledge and reciprocal control on the part of 
members. 

{it) Liability. The liability of the members to pay each 
other’s debts is unlimited. Wherever there is a deficit in the 
engagement of a society to its creditors, this deficit should, 
after the full payment of shares (if any), be recoverable by a 
series of per capita levies upon the members upto the full extent 
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of their property v/hile direct proceedings by a creditor against 
individual members being forbidden. The principle of unlimited 
liability exercises a healthy influence by stimulating a constant 
watch over one another’s affairs, and secondly, it improves the 
credit of the society which can obtain loans at cheaper rates 
of interest by inspiring confidence amongst its outside creditors. 

(i/i) MancigemenL It is democratic and honorary. Each 
member irrespective of the number of shares or office held in 
the society has one vote. The management of the society is 
entrusted to two bodies: (a) General Committee consisting of all 
the members, and (b) Managing Committee or Panchayat con- 
sisting of five to seven members elected by the General Com- 
mittee at its annual sitting. The management is gratuitous 
although the secretary is a paid one sometimes. 

(iv) Membership. It is open to all those who are of a 
good and sound character. The admission of members into 
the society rests in the hands of the Managing Committee. 
Special care as to the honesty and industry of the new members 
is needed for societies having dishonest and irresponsible mem- 
bers eventually come to a sorry end. 

(v) Funds of the societies. The funds of the society are 
raised from entrance fees, share capital, if any, deposits from 
members or non-members and other borrowings from Central 
Banks, Occasionally, the State also grants loans. The reserves 
built by societies, in course of time, also swell their funds and 
reduce their dependence on outside financing agencies. Tlie 
extent of external capital whether in the shape of deposits or 
Joans, is governed by the limitations placed by the bye-laws, 
and can only be raised by the vote of the General Committee. 

{vi) Furpose and period of the loans. Loans are provided 
to members only for three objects — ^productive purposes, non- 
productive purposes, and redemption of past debts. Loans for 
current agricultural purposes such as the purchase of seed and 
manure, hire of labour or bullocks for cultivating purposes are 
made for one year, being repayable at the ensuing harvest. 
Long-term loans are also granted for purchase of bullocks, etc., 
repayable in two to three years. 

{vH) Rate of interest. The primary aim of an agricultural 
credit society is to eliminate the exorbitant rates of the money- 
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lenders and to inculcate the virtue of thrift, solidarity and 
self-reliance. The aini of the society should not be to provide 
too cheap credit as it may lead to reckless horrovdng. The rate 
of interest at which the society lends money to its membei's 
should be higher than the rate at which money is borrowed 
by it. . 

(vm) Security for loans. Credit requires some form of 
security whether tangible or personal. In a co-operative credit 
society of unlimited liability, the security is based upon the 
honesty, diligence and frugality of the member. But in order 
to ensure the regular payment of the loan and to prevent its 
misapplication, all loans are secured by bonds executed by the 
borrower and two sureties. 

(ir) Audit, Inspection and Supervision. The work of 
audit of the societies is assigned by the Act to the Registrar 
and he conducts it through the Auditors and Inspectors appoint- 
ed by him. Supervision is exercised by Supervising Unions. 
The main duties of the Supervising Unions are to supervise the 
working of the affiliated societies, to promote the interest of 
their members by teaching thrift and diligence, to see that the 
accounts are in order, to stimulate the recovery of loans, and 
to promote the spread of co-operative education. The success 
of the co-operative societies depends upon an efficient super- 
vision. 

(;r) Division of Profits. Profits accruing to the society 
remain indivisible and are carried to the reserve fund. How- 
ever, a profit to the extent of 10 per cent is allowed by the Act 
to be set apart for contribution to charitable purposes, or for 
co-operative propaganda and education, or for objects of public 
utility. 

Effects of Co-operative Societies in India 

The benefits conferred by the movement on the members, 
of the co-operative societies have been of inestimable value. We 
are told that as a result of Co-operation "the idle man becomes 
industrious, the spendthrift thrifty, the drunkard reforms his 
ways and becomes sober, the hunter of taverns forsakes the 
inn, the illiterate, though a grandfather reads and writes,” 

Economic benefits. The primary purpose of co-operation 
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is economics and the benefits -which it has conferred are mainly, 
though not exclusively, economic. The agriculturists of India 
are no-^v saving more than a crore of rupees a year, due to the 
lowering of the rate of interest which is not an inconsiderable 
achievement of the Co-operative Credit Societies. Moreover, 
money that bad lain idle and capital that was hitherto inaccess- 
ible and which would have gone into unproductive channels, 
have come into the hands of the agriculturists for the improve- 
ment of agriculture and the removal of indebtedness. Besides, 
the societies have encouraged the virtue of thrift, checked the 
extravagance and freed the agriculturists from the dangerously 
facile credit of the moneylenders. Co-operation has greatly 
facilitated the work of the Agricultural Department in popu- 
larising, through societies, improved seed and cattle, cheap and 
better manures, efficient improved implements and, in general, 
helping the realisation of the ideal of 'better farming, better 
business and better living,’ 

Moral effects. The enforcement of thrift is of course the 
chief moral result of the co-operative credit societies. Persons 
.with loose ways of living and such delinquencies are debarred 
from the membership of the societies; the only way to purchase 
the membership is to improve one’s morals. Litigation has 
markedly decreased in some quarters and disputes are now settled 
by arbitration. 'Where co-operation rules litigation and extra- 
vagance, drunkenness and gambling are at a discount.’ The 
societies have improved the character and general tone of 
morality and promoted the development of a feeling of 'all for 
each and each for ail.’ 

Educative effects. Education follows in the wake of co- 
operation, The co-operative movement has quickened the in- 
telligence of the ryots and awakened their power of thought, 
understanding of business and sense of responsibility. They 
have learnt something valuable and they are showing themselves 
anxious to learn more. They want to master the rudimentary 
letters, to fit themselves for keeping accounts and checking 
them. 

Social effects. The social benefits are still more marked 
and praiseworthy. It is here that advantages of unlimited 
liability are to be seen in full. Owing to an unlimited liability 
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in rural credit societies, it is to the interest of everybody to see 
that extravagant expenditure particularly on non-productive 
purposes such as marriages and other ceremonial purposes is 
restricted. In the sphere of sanitation, the co-operative socie- 
ties have undertaken such works as repairing of drinking wells, 
improving village drainage, filling in pits and hollows in the 
village in which stagnant water collects and mosquitoes breed, 
Admmktrative effects. The co-operative movement is 
essentially a democratic movement, a movement of the people, 
for the people, run by the people. The co-operative society 
of the village is a corporate body In which democratic principles 
of governance are taught. Owing to the use of the vote, the 
elective system, work on an organised plan, self-help and mutual 
dependence, the co-operative societies have been serving as great 
schools for political and civic education. 

Defects and Drawbacks of Co-operation in India 
The co-operative movement seems to have taken a firm 
root in the country but considering the vast requirements of 
the people it cannot be gainsaid that it has touched only the 
fringe of the problem. The number of societies in India in- 
cluding Indian states is more than one lakh, the total working 
capital amounts to Rs. 82 crores and membership to forty lakhs. 
Many Committees on co-operation have made exhaustive en- 
quiries into the working of the movement, and have found out 
serious defects. The following are the weaknesses and defects 
which seriously retard the healthy progress of the movement 
in India. 

(i) Absence of tindersianding of co-operative principles. 
Co-operation amongst ordinary members in a society is alto- 
gether absent. Little interest is manifested by the members in 
the working of their society; they take it to be a more cheap 
credit agency engineered by the Government officials. Few of 
the. members truly realise that the success and strength of their 
society depends on the honesty, fair-dealing, self-help and 
mutual trust of their colleagues. 

(ii) Illiteracy. It is a great canker in the progress of the 
co-operative movement in India; its corroding effects are felt 
in every branch of the co-operative activity; unpunctuality of 
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payments; fictitious payments; large appropriation of money 
bv the office holders; mismanagement and favouritism arc some 
of the resultant evils of this drawback. 

(Hi) Absence of The value of thrift is not yet 

realised by the people; it is the basis of co-operation. Co- 
operation and thrift go band in hand. As a result of the im- 
provident habits of the people, many beneficial effects of 
co-operation are completely neutralised. 

(iv) Defective andit. It leads to irresponsibility and bad 
management. The Central Banking Enquiry Committee re- 
marked, '"Audit, supervision and inspection of societies which 
are closely allied functions are noW vested in two and sometimes 
in three different agencies, resulting in much overlapping -of 
work and waste of effort and money. After a full consideration 
of these points, and of the efficiency of auditing system in 
European countries like Germany and Austria, we recommend 
that for the due discharge of the statutory functions of audit 
special district unions should be formed to carry out audit 
supervision and inspection of the societies.” 

(v) High rates of interest. In spite of all the facilities and 
privileges granted by the Government, the rates of interest 
charged by the co-operative societies are still high. The result 
is that many cultivators do not care to join the society because 
they can get money at a cheaper rate of interest elsewhere and 
at~ the same time manage to keep their money transactions in 
secrecy, a state in which everybody would like to live. 

iyi) Inelasticity and inadequacy of co-operative finance. 
The members of the co-operative societies are not granted re- 
quisite amount of money for their requirements and very often 
in securing loans from the society an unnecessary delay is caused 
which proves sometimes too detrimental to the members, for 
agricultural operations cannot brook any delay. In many cases 
the usual practice is to grant the entire amount of loan to the 
borrower at one time with the result that if he stands in need 
of money in the middle of the season, he has no course sa^'^e the 
moneylender’s protection. 

(vii) Government Control The excessive officialisation 
has led people to believe that co-operative credit societies are 
the sarkari banks, a belief which is against the true spirit of 
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co-operation since tlie essence of co-operation is self-help. It 
is essentially a movement of tlie people and oflicial spoon- 
feeding is detrimental to its progress, 

(vm) Predominance of agricnlturd credit societies. Out 
of a lakh, of co-operative societies there are about 83,658 agri- 
cultural credit societies. It is only the credit co-operation that 
has developed to hn appreciable extent whilst other phases of 
the co-operative movement, have been almost totally neglected. 
It is regarded as a gredt drawback of our movement because 
mere provision of cheap credit cannot be of much help to our 
cultivators in ameliorating their lot. In order to improve the 
lot of the liardworked and poor-fed cultivator, it is the crying 
need of the hour to increase his money income for which we 
v/ili have to organise such societies as better farming, market- 
ing, consolidation of holdings, etc. Village sanitation, welfare 
and reconstruction societies inculcating amongst members the 
ideas of decency, cleanliness and progress should also receive our 
earliest attention. 
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PROFITS 

Tke Nature of Profits , , 

Having understood how the share of landlords, wage- 
earners and capitalists is determined, let us now proceed to 
inquire respecting the share of the entrepreneur who, besides 
assuming the responsibility of establishing, organising and con- 
ducting a business enterprise, also undertakes the responsibility 
of risk incidental to the enterprise. In a restricted sense, as 
understood by economists, profits consist of the remuneration 
for the highly valuable services of the entrepreneur and com- 
pensation for the risk undertaken by him. 

Profits must be distinguished from the income of organisa- 
tion which is commonly relegated in a joint-stock company to 
the salaried managers and organisers who are quite immune 
from any risk of the enterprise. In an industry, the entrepre- 
neur engages the services of landholders, capitalists, wage-earners 
and organisers, and pays them stipulated sums of rent, interest, 
wages and salaries respectively, even though his business runs 
into a financial crisis. Before the actual production, he enters 
into a contract with the vaaious agents of production, he pays 
them slightly less than their prospective productivity because 
firstly, he cannot make a correct estimate of the productivity 
of each factor because market conditions are so unstable and 
changing, and secondly, he stipulates to pay their remuneration 
long before the actual realisation of the money from the sale 
of the commodities produced by them. The residue, left after 
the payment of the stipulated sums to the factors he has hired 
in the production of his wealth, is the reward of his enterprise, 
known as projits. Profits thus appear as a residual income, 
but according to Carver this does not mean that profits are a 
residual share in the sense that the others are determined inde- 
pendently by laws which affect them alone, leaving profits as 
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share which can be determined by no lav/ except that o£ 
subtraction. In fact, there can be no residual share in this 
sense, for any change which affects one factor and its share 
will affect the other also in one way or the other. But in a 
very concrete sense the profits of an entrepreneur are what is 
left to him after paying all his expenses of production, i-e., the 
payments made for the services taken from the different fac- 
tors, his wages (such wages as he would have got in the market 
if he were to engage his service for someone else) for his own 
labour, interest on his own capital invested in the business, 
and rent on his own land. 

Undoubtedly, under the present system of large-scale pro- 
duction when simple hand tools are replaced by big machines, 
when many persons of various degrees of skill, strength and 
intelligence work on contractual system, when commodities are 
turned out for distant and future markets, and when a sudden 
fluctuation in. the volume of the supply of raw material brings 
about an appreciable change in the value of commodities, the 
entrepreneur contributes twO' indispensable services of organis- 
ing the different factors of production by his administrative 
ability and intelligent bargaining power, and secondly of under- 
taking the responsibility of the risk inevitably involved in a 
productive activity. Therefore, the profits consist of (i) the 
income derived from the superior intelligence and bargaining 
capacity of the entrepreneur, and (ii) the retuard for risk inci- 
dental to production. 

It is instructive to note that the earlier economists seldom 
distinguished between the functions of an entrepreneur and the 
capitalists as the businessmen, in former times, worked generally 
with their own capital, and, therefore, they did not regard 
profits as a separate share of the product of industry. Walker 
first brought out the clear distinction between the functions of 
an entrepreneur and of the capitalist in a modern industry. 
Flo reasoned Chat profit as distinguished from interest and wages 
is the sharp of entrepreneurial ability — -an ability which is 
possessed by ‘ entrepreneurs in varying degrees and vrliich in its 
highest forms is specially scai'ce. He regarded profits as being 
of the same genus as economic rent, and showed that the rate 
of profit was determined in much the same way as the rent of 




FIRST APPROACH TO ECONOMICS 


land. He maintamed that profits are due to exceptional abili- 
ties or exceptional opportunities of the entrepreneur, just as 
rent is due to superior fertility or situation, and just as there 
arc various graded qualities of land, similarly there arc varyuag 
degrees of ability till at the margin wc find those iirifortunatc 
employees who earn, only a bare subsistence and whose profits 
amount to nothing and thus, profits are a true rent of ability. 

But the modern economists do not .agree with these con- 
elusions of his theory, and argue that an employer will have no 
inducement to remain in business, unless he is earning at least a 
certain minimum rate of profits which is the normal rate in 
that industry. If the employer docs not make any profit for 
the services of his entrepreneurial ability, he will go out of the 
market and become a wage-earner. Clearly, employers possess- 
ing rare ability receive high profits; but even at the other end 
of the scale, firms working under the most disadvantageous 
conditions must pay a reasonable rate of profits to the employers. 
But the price of the produce is regulated by the representative 
or average firm. On either side of the representative firm, there 
will be some firms which are highly ejBficient and others excep- 
tionally inefficient, but it is asserted that prices will tend to 
adjust themselves to the expenses of the representative employer 
and not to the expenses of the most inefficient employer. In 
the short period market, it is just possible that the marginal 
entrepreneur may not be making any profit but he struggles 
into business and in the long period market, he must receive a 
normal rate of profit if he is to continue his productive activities 
ill that industry. 

The Tendency of Profits to Fall 

Like interest, the rate of profits too, tends continually to 
fail with the march of economic, progress. Pure profits which 
are a result of the differential advantages enjoyed by the superior 
■entrepreneurs are always tending to disappear, as more and more 
equality of opportunities is forthcoming to the businessmen. 
For the time being, an entrepreneur, for example, may reap 
extra profits by adopting improvements in the methods of pro- 
duction with the aid of newly invented machinery or other 
economical devices of organisation, but soon, he v/ill be over- 
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taken by his competitors who will, do away with his extra profits.- 
As competition grows keener and keener, that is to say, as the 
business genius and opportunities of initiation and organisation 
arc corning within the easy reach of all businessmen, profits are 
tending to fail to minimum limits. So long as competition re- 
mains imperfect, differential gains are enjoyed by the superior 
and powerful competitors, though they are always in the process 
of elimination as a result of a. constant increase in the number 
of men of superior ability and intelligence. 

In respect of the tendency of its rate to fall, profit must 
be distinguished from rent of land. Profits tend to fall owing 
to an increase in the number of men of superior ability, and 
according to the universal law of value, price falls with the 
increase in supply. On the contrary, in pursuance of the 
growth of population, the rent of land tends to rise because 
supply lags behind the increased demand. 

Tlie Constituents of Gross Profits 

What remains with the entrepreneur after paying all his 
expenses of production is called Gross Profits which generally 
contain one, or more, or ail the elements noted below. In order 
to arrive at a correct estimation of 'net profits’ of a business 
or an industrial enterprise, we must analyse gross profits into 
the following elements;-— 

1. Keivards of agents of production stipplkd by the entre- 
preneur himself, i.e., {a) rent of his own land, (b) interest on 
the capital invested by him, equal to the amount which he would 
have paid if he were to use borrowed capital, and (c) wages of 
management and superintendence as the entrepreneur performs 
a certain amount of managerial work for which he would have 
to pay if he were to engage a manager. This remuneration of 
the employer is often called as ‘the wages of management.’ 

2. Monopoly gains. Further, in computing net profits of 
an employer, all gains which are due, not to the superior effi- 
ciency of the employer, but to non-personal causes must be 
deducted. Monopoly gains may be cited as an example of 
such extra gains- An employer may have the advantage of a 
monopoly pOTTCr which may enable him to reap high mono- 
polistic gains, over and above his ordinary profits. Such gains 
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cannot be classed as net profits as they arc not attributed to liis 
personal efficiency. 

3. Conpinctural gains or chance profits, resulting from a 
favourable conjuncture of circumstances -which couhl not have 
been foreseen, are secured by the enterprisers. These clrance 
gains or windfalls are the result, not of any special foresight or 
cificiency of the entrepreneur, but a matter of chance. 

4. Gains due to superior ability and risk undertaking. 
The balance of gross profit which is left after deducting the 
various items mentioned above may be regarded as pure or net 
profits. They are due to superior enterprise and bargaining 
ability of the entrepreneur. The responsibility of risk falls on 
the shoulders of the entrepreneur and his income representing 
the reward of risk-taking constitutes his net profit. Another 
element of the entrepreneur’s profits lies in his gains of bar- 
gaining capacity. "Skilful bargaining swells the entrepreneur’s 
profits, firstly, by increasing the prices he gets for things, and 
secondly by decreasing his expenses of production.” However, 
entrepreneurs whose services are needed by society differ in 
remarkable degrees concerning their organising ability and skill 
in bargaining, and they range from the marginal entrepreneurs 
who can just manage to earn minimum profits, to those rarely- 
gifted persons who, in common phrase, seem to turn everything 
they touch into gold, and who are as resolute in failures as 
steady in successes, "Pure or net profit is, therefore a purely 
personal differential gain which accrues to the entrepreneur by 
reason of his enterprise and organising ability, and the amount 
of that profit is determined by the extent to which the abilities 
of the entrepreneur surpass those of the marginal class of ei-n- 
ployers.” A diagrammatic representation of gross profits into 
their component parts is given below. 
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Profits per Annum and on the Turnover 

It is important to consider the distinction between the 
rate of profits per annum and the rate of profits on the turnover 
earned in a business. In the former case, the rate of profits is 
calculated as the annual rate of profits on the amount of capital 
invested in any particular trade or industry; in the latter case, 
the rate of profits is calculated every time the capital of the 
business is turned over, that is, every time when the sales of the 
business are equal to the capital invested. This turnover may 
be rapid or slow. The rate of profits may be smaller or larger, 
on the turnover according to the nature of the transactions 
carried on in a business, yet the annual rate of profits in each 
trade or industry has a tendency to be equalised under the 
forces of free competition. A difierence in the rate of annual 
profits will lead to an outflow of capital from the less rernune- 
rative business to a more profitable business. 

The rate of profits on the turnover varies much m 
widely than the annual rate of profits on capital. Marsli 
writes: 'Tt is clear that if the average net profits in two b%. 
nesses are twelve per cent per annum, and the first turns oii 
its capital 4 times in the year and the other only once, t| 
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profits on the turnover must be 12 per cent,, in the latter case, 
and only about 3 per cent, in .the former/' Thus we find 
that the average net profits in two businesses on the capital 
investee! are 12 per cent, yet if we take into account the rate of 
profits on the turnover, it is 12 per cent in one, and 3 per cent 
in the other. Those businesses in which rapid turnover of 
capital is possible the rate of profits per turnover is small but 
the average net profits, in view of the several number of turn-* 
overs, is not lower than those businesses in which the turnover 
of capital is slow and the rate of profits per turnover is large. 

Although there is no general tendency of profits on the 
turnover to equality, yet there is in each trade and in every 
branch of each trade, a more or less definite rate of profits on 
the turnover which is regarded as a 'fair’ or normal rate. 
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BUSINESS OPPORTUNITIES IN INDIA 

In this chapter, we propose to deal with the business oppor- 
tunities that are at present available for increasing the total 
productivity and prosperity of India. Land, labour, capital 
and organisation are the factors of production and the national 
prosperity depends in a country upon their availability and. the 
ability to utilise them for productive purposes. India is one 
of the largest countries both from the point of area and popula- 
tion in the world. She is abundantly rich in her natural gifts 
which not only provide us with large supplies of food-stuflfs 
but also give us all sorts of raw materials upon which is ulti- 
mately based the development of our manufacturing industries. 
India possesses also an inexhaustible supply of cheap labour and 
although the proportion of our unskilled to skilled labourers is 
very large, yet this much is certain that with increased facilities 
of general and technical education, improved organisation and 
better provision of necessaries of life, the Indian labourer will 
be in no way inferior to any of his compeers in any part of the 
world. The great intellectual and constructive abilities of 
Indians, cannot be denied by any observer who has got the 
slightest acquaintance with the conditions prevailing in India. 
As far as capital is concerned, India does not, owing to her 
general poverty, possess the necessary amount of capital for ex- 
plo.iting- her nat,u.ral resources to the fullest extent. But it is 
estimated and, rightly too, that with improved and suitable 
banking facilities and a better utilisation of capital resources, 
adequate amounts of capital will be forthcoming from her own 
people for the industrial development of the country. The 
amount of potential capital at our disposal is enormous. But 
in spite of all these vast natural resources, plentiful supply of 
labour and adequate potential resources of capital, man in India 
lives in appalling poverty, the incidence of which is not so 
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acutely felt in any civilised part of the world as in our own 
country. The average daily income per head comes to about 
six picc; many live on, the starvation level hardly getting one 
sauare meal a day. This is a great anomaly; wc often get 
perturbed to think as to hov/ in the midst of such vast resources 
an overwhelming majority of the people in India are so deplor- 
ably poor. The two important considerations of business 
opportunities in India and the proverbial poverty of the country, 
therefore, require a simultaneous treatment. In dealing with 
the former, we shall try to seek the solution of the latter. 

"Wastage of Natural, Human and Capital Resources 
in India 

It may be repeated that economy and efficiency in our 
industrial and economic activities are the sole criteria of pro- 
gress and prosperity. Economy in natural, human and capital 
resources together with their efficient utilisation is an essential 
condition for industrial and economic progress. In India, an 
enormous wastage of natural, human and capital resources is 
caused due to the industrial ine.fiiciency of her people and the 
lack of co-ordination between the various factors of production. 
India sadly feels the want of intelligent and organised direction 
specially in the control of economic matters affecting the material 
well-being of the people. ^"^Tbere is nothing in tvhich we in 
this cotint ry need to he mst meted so much as in organisation. 
There is plenty of almost everything in this country but omi 
great defect is that nothing is where it should be^ and every- 
thing is so dispersed that it is almost impossible to bring it when 
and where it is wanted. Thus in the midst of plenty wc have 
of ten to starve. 

That Vv^'e are exploiting our resources with inefficient and 
wasteful methods of production will be apparent from the fact 
that oxu- agricultural industry which gives direct sustenance to 
more than 72 per cent of the population is handled most ineffi- 
ciently involving therein incalculable waste in a variety of 
ways. A very large percentage of the arable land is not uti- 
lised properly for productive purposes. With regard to second 
important natural resources namely forests, which cover an area 
of about 250,110 square miles or about 23 per cent of the total 
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area of the country, no better attempts have been made to 
"diilise and conserve them. It is calculated, that at present only 
about one-fourth of the forest potentialities are utilised for pro- 
ductive purposes. Coming to mineral resources, iron, coal, 
mica, manganese and petroleum are the most important pro- 
ducts from the industrial point of view. The iron-ore reserves 
which arc found in unlimited quantities in Bengal, Bihar and 
Orissa, the Central Provinces and Southern India are the richest 
in metallic contents. India, also annually suffers a tremendous 
loss in her water-power resources for not utilising them for her 
industrial and eco.iioraic development. 

The wastage of man-power or the labour force in India 
is no less remarkable. That labour is the active factor of pro- 
duction and upon its efficienc}'- depends the progress and pros- 
perity of a nation need not detain us. Let us now proceed to 
examine the extent of waste in the. nation’s man- power. In the 
opinion of the well-known writer Mr. Rajnikanta Das, there 
are three principal causes by which India’s human resources are 
wasted, viz., ill-health, ignorance .and unemployment. Ill-health 
which is mainly due to the ravages of epidemic diseases and 
poverty of people presents more serious consequences of a varied 
character than are generally supposed. Lethargy and inertia as 
well as high infant mortality and premature death are some of 
the evil results of the poor physique of the people. Enormous 
wastage of human resources takes place in our country inasmuch 
as the average longevity of men in India is 24-7 years as com- 
pared with the average longevity of men in countries such as 
Norway, England and Wales, the United States and Japan 
where it amounts to 55*6, 51*5, 50 and 44*3 years respectively. 
Another important cause by which our human resources are 
wa.sted is ignorance or lack of training and education. Statistics 
tell Its that about 8 per cent of the people are literate. It is 
universnlly accepted that the right system of education which 
should develop the mind and broaden the outlook on life and 
worldly matters in. order to enable people to become 'men of 
the world’, is conspicuous by its absence in India. Mere read- 
ing or writing or committing to memory scriptural books does 
not solve the problem of India’s industrial inefficiency. Indus- 
trial, technical or commercial education is sadly lacking in India. 
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It is on account of this industrial inefficiency arising from the 
want of general and technical education that our natural and 
capita! resources are not exploited productively and economic- 
ally.' . ■ ■■ 

Unemployment as also under-employment is an alarming 
cause of the enormous wastage of India’s man-power, more parti- 
cuiarl}'- at the present time when it has shown a tremendous 
increase due to depression in trade and skimp in industry and 
agriculture. In the agricultural industry, agriculturists have 
to pass several months in compulsory inactivity owing to the 
seasonal work and the lack of other subsidiary occupations. 
Such periods of inactivity in the absence of other gainful occu- 
pations are, in the majority of cases, spent in idleness or frittered 
away sometimes in uneconomic activities or vicious habits. The 
artisans fare- no better; they also suffer from under-employment 
in so far as they cannot find a remunerative engagement of their 
labour throughout the year. Regarding the industrial labour in 
organised industry, it may be said that a great amount of waste 
is brought about due to the migratory character and wide- 
spread habit of absenteeism of Indian labourers. 

Coming to tbe important question of unemployment 
among the middle classes, the manifestations of waste are visible 
in more than one way. Unemployment among the educated 
middle classes is rapidly assuming alarming proportion in the 
absence of any effective remedy. Every year a large number 
of matriculates and graduates of all description are being manu- 
factured by Boards and Universities with natural consequence 
of a slump in the market where everyone educated hunts for 
service while new avenues of employment are almost blocked 
up. They are driven, for no fault of their own, from pillar to 
post either to be perished in semi-starvation or to join tlie 
humiliating ranks of employment where the remuneration can 
hardly be said to be commensurate with the money, energy and 
time they expended in their education. It seems, apparently 
a waste, if the present system of literary education which in- 
volves a large expenditure from public revenues instead of ele- 
vating their material and moral condition decreases it all the 
more for whatever pecuniary strength the recipients possessed 
has been lost while receiving their costly education. Unem- 
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ploynicnt; it should be remembered, brings lethargy, inertia and 
decreases the efficiency of those who become the victim or have 
the prospects of this devilish malady. 

Capita], whose existence depends entirely on the capacity 
of people to work and save is one of the essential factors of 
fjroduction in. modern industrial economy. We. have read, else- 
where, that capital depends for its existence on the excess of 
production over consumption. But our main purpose here is 
to sec i,n what ways -we stand accused of committing waste of 
our capital resources and letting our capital goods go utilised 
unproductively. 

Apart from the waste accruing in the agricultural industry 
in pursuance of the degenerated breed of the live-stock, non- 
utilisation of the farm-yard manure and inability of the agri- 
culturists to secure good varieties of seeds, the most reckless 
v/astage of India’s potential capital resources is committed 
through the conservative habit of hoarding precious metals. The 
Indian hoards have gained a notoriety in the countries of the 
world. In spite of the exaggerations made by a few foreign 
observers, it must be said that the consumption of precious 
metals, which all through remained unorganised and im- 
mobilised for productive investments, has been enormous in 
India. Had this potential amount of wealth managed to fall 
in the hands of more enterprising people, it would have, by this 
time, been doubled or trebled even, Wt Indians instead of in- 
creasing it or keeping it intact have lost a substantial part ©f it. 
It is estimated that about 70 per cent of the social savings in 
the forms of hoards have been a dead loss to the country. At 
the present time, the hoards of India have much diminished 
owing to export of gold to foreign countries caused by the 
high prices after the abandonment of the gold standard by 
Jfngland. The waste accruing from this vicious practice is sure 
to continue unless people realise completely that it is more con- 
venient and profitable to invest their savings in productive con- 
cerns rather than, burying them unproductively in iron safes or 
at the back of a brick in a wall. 

In tbc above paragraphs, we have attempted to present a 
sketchy idea of the enormous wastage of natural, human and. 
capital resources that is taking place in India. One of the most 
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important causes of India’s poverty and her industrial back- 
v/ardness lies in the fact that for one reason or another we have 
failed to avail ourselves of the colossal opportunities olfcred by 
the natural resources of this country. They have proved tlieni- 
selves incapable in making due provisions for the utilisation and 
conservation of their natural and human resources, and in the 
transformation of their social savings into social capital for the 
economic and industrial development of the country. In. short, 
the two important factors of economy and efficiency which 
count so much in industrial progress are conspicuous by their 
absence in India. The example of industrial countries must 
prove an eye-opener to India as the former ones have economised 
their resources, utilised them efficiently and grown rich; whereas, 
we have wasted our resources, handled them inefficiently and 
grown poorer. The solution of Indian poverty is, however, by 
no means an easy task. It is not an individuars work; it re- 
quires the co-operation of the varied forces of the entire country 
and chiefly the financial and organising resources and abilities 
of the capitalists, industrialists, bankers, expert businessmen and 
entrepreneurs. The necessity of Governmental guidance, direc- 
tion and control in launching a constructive programme of 
economic development in all its various phases seems all the 
more imperative in a country like ours which is inhabited by 
illiterate, poor and unambitious people. With a more sym- 
pathetic, enthusiastic and fostering policy of the Government, 
a greater awakening attendant upon right propaganda and edu- 
cation of the Indian masses and the creation of a more favour- 
able atmosphere for the industrial development of the country, 
this colossal waste which is now going on unchecked can be 
arrested within a reasonable period of time to the great relief 
of the poverty-stricken people of India. 

Industries awaiting development 

Let us now consider the various business opportunities 
awaiting development in India, and see how far the increased 
productive capacity, accruing through the application of up-to- 
date methods of production, can solve the problem of poverty. 
Although the various fields of productivci activity in a vast 
country like India, having diverse physical, climatic, vegetable. 
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mineral and animal resources, cannot receive our f ullest atten- 
tion in this elementary book, yet we shall take some of the 
important branches of industrial activity pointing therein the 
possibilities of onward progress. We shall, first of all, deal 
with the agricultural industry of India, not because it consti- 
tutes the chief occupation of the people but because its vast 
potentialities awaiting fruitful exploitation have not yet been 
fully realised by the people. 

Agricttitmte 

As agriculture constitutes the chief occupation of the 
people, and as the success of other industries depends upon an 
adequate supply of the raw materials, therefore, in every scheme 
of India’s reconstruction, improvement of agriculture ought to 
engage the foremost attention of all those who wish to see India 
prosper. Efforts should be made to investigate the different 
sources of waste caused by the ignorance and poverty of the 
Indian peasantry and to wipe it out root and branch with 
effective remedies. 

The piecemeal introduction of haphazard, scientific and 
improved methods of cultivation, in the absence of any cons- 
tructive rural programme, must give to the poverty-stricken 
Indian cultivators only a bit of relief and amelioration. The 
average productivity of our soil is very low as compared with 
that of other countries, not because our soil is deficient in phy- 
sical, chemical or mineral constituents but because no efforts 
have been made to conserve and improve the soil fertility in 
India. The chief noteworthy fact concerning agriculture in 
India is that, owing to the existing aversion to manual labour 
and a false notion of dignity, it has failed in modern times to 
attract men of the right type. The entire agricultural industry 
is manned by ignorant, poor and conservative agriculturists 
who seldom care to move with the march of time. The need 
of the hour is to awaken them out of their agelong torpor by- 
constant propaganda, general and technical edixcation pertain- 
ing to their profession, demonstration and discotirses in order to 
make them familiar with the achievements of the agricultural 
science. Certainly, the problem is not so easy as it is often 
supposed to be; many difl&culties of a most acute character would 
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arise in tlie course of disentangling intricate situations tliat have, 
in tiic absence of any effective remedy, gained constant strength 
with the passage of time, but it is expected that with greater 
awakening of the masses and the national outlook on the part 
of the Government, much of the present deplorable situation 
would come to an end. The poverty of the agriculturists is 
quite an obvious fact; it is one of the greatest impediments in 
the way of an agricultural improvement. Any improvement 
which brings more profits to the cultivator will surely win Ills 
confidence, and will iriake the execution of the works of agri- 
cultural improvements much easier- 

It is for the increase in his profits that our efforts should 
be solely directed. At the present time, in view of the peculiar 
drawbacks, the Indian cultivator carries on extensive cultiva- 
tion with the result that the average yield from land is low. In 
every other country of note, agriculture is carried on intensively 
and every effort is directed towards eliminating any sort of 
waste. Therefore, intensive methods of cultivation should be 
resorted to by the cultivators. This system involves an expen- 
diture on permanent improvements like irrigation works, good 
manuring, more up-to-date methods of cultivation, better varie- 
ties of seeds, and a wiser system of rotation of crops. For 
enterprising men, equipped with requisite technical knowledge 
of farming operations and provided with sufficient capital to 
finance the introduction, of improved .implements which eco- 
nomise labour and time, there lies a vast opportunity in this 
direction which has hitherto been neglected by real and 
competent businessmen. ’With the adoption of agricultural 
machinery and improved implements to farming operations, 
application of chemical fertilisers a.nd well-preserved farm-yard 
manures, distribution on a much wider scale by Agricultural 
Departments of better varieties of seeds and plants of higli- 
yielding capacity, the provision of improved type of draught 
and milking cattle together with the establishment of yctcri.na!.y- 
hospitals and dispensaries in rural areas to control the epidemic 
diseases that take a heavy toll and sap the vitality of the cattle 
population, the consolidation of fragmented and scattered land- 
holdings, development of co-operative movement in all it.9 phases 
specially in credit, sale, pu.rchase and production together with 
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the opening up of land mortgage banks for providing long- 
term credit to agriculturists for financing permanent improve- 
ments on their land, development in the means of communica- 
tions for easy and cheap mobilisation of crops to urban areas 
and improvements in the land tenure system of India, there is 
no reason why agricultural industry in India, which has fallen 
at present into disrepute on account of the conservative and 
vrastefui methods of tillage practised by ignorant peasants, 
should not rank as a remunerative one. 

Tlie introduction of such other forms of agriculture as 
dairying, fruit and vegetable gardening, poultry, pisciculture and 
sericulture near markets will open up a vast field for wealth- 
production. The revival and encouragement of suitable cottage 
industries, after a careful regional survey in rural areas, will not 
only keep the cultivators profitably engaged in their leisure 
hours but a cottage industry will be a sure bulwark against 
any drought or famine. Agriculture is a very risky profession; 
even the most careful and prudent agriculturists cannot be sure 
of the fruits of his labour as the full-ripened crops may be 
devastated in a few moments by any of the natural agencies 
over which he keeps no control. The important problem of 
marketing should not escape unnoticed; in marketing his pro- 
duce the cultivator is defrauded by the shrewd middlemen. 
The institution of co-operative marketing is the only effective 
antidote against the poisonous grasp of astute moneylenders and 
shrewd middlemen. These societies will purchase all the pro- 
duce from the member-cultivators, stock it after grading it 
into different varieties, will make arrangements for its sale 
directly with some big dealers by avoiding strictly all the long 
chain of middlemen, and thus make an extra profit for the 
amelioration of those whose lot we wish to see improved. 

Fruits amd Vegetables 

The view that people in the country should be encouraged 
to consume and produce more fruits and green vegetables, was 
expressed by the National Planning Committee. It expressed the 
opinion that the present production and consumption of these 
tilings in India was very low and infrequent, which affected 
the health of the people considerablyi It was, therefore, necessary 

34 
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to increase tlieir Gonsumption as part of the regular diet to 
such a degree as may be deemed adequate by nutrition experts. 

To achieve this object besides encouraging cultivation, of 
fruits, the fruit grower should be protected by a levy of duty 
on imported fruits, that sufficient areas of land should be set 
apart for their cultivation and cold storage facilities be provided. 

A Survey and Scope of Industrialisation 

It seems advisable to give some general impressions regard- 
ing the present state of Indian industries and see how far a 
rapid and intensive development in the manufacturing industries 
can bring about a permanent economic relief to India. That the 
present industrial structure of India is based on very shaky 
foundations cannot be denied by even a casual observer. Al- 
though we have in our country the elements of almost every 
type of industry, yet it should be pointed out that the develop- 
ment of two types of Tasic’ or 'key’ industries — chemical and 
engineering — has been sadly neglected in India. That our sole 
dependence for the supply of machinery, chemical products and 
other accessories on the foreign industries, in the absence of 
metallurgical and chemical industries in India, is a clear indica- 
tion of the weakness of our industrial organisation. In fact, 
the very basis of Indian industrialisation stands on miscalculated 
principles for the healthy growth of Indian industries depends 
upon the development of metallurgical and chemical industries 
in India. 

Another important point to he observed regarding the pre- 
sent state of industries is that their development has not been 
commensurate with the size of the country, its population and 
its natural advantages. From the fifties of the nineteenth century 
upto the present day, industries have shown a halting progress. 
Ill the year 1929 ^according to the Report of the Royal Com- 
mission on Labour, there were 8,129 factories in British India 
and Burma employing nearly 1,533,169 hands — indeed, a poor 
record of our industrial development. Though the number of 
factories and working hands has increased considerably now, 
even then scarcely one per cent of the total population is 
employed by modern industries, and the commodities manu- 
factured by these factories meet only a fraction of the total 
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demand of the country. At present foreigners take away our 
raw materials and hand them over back to us in the shape of 
manufactured articles even after incurring the transit charges 
of both sides and the custom duties. This indicates that the 
industrial development has not yet started on right lines. It is 
said that the scarcity of capital, the absence of engineering and 
chemical industries, the inactive policy of the Government to- 
wards the industrial development of the country and the 
paucity of good entrepreneurs or ^captains of industry’ are res- 
ponsible for the slow progress of tbe Indian industry. If right 
type of industrial organisation coupled with a technical knowl- 
edge of the modern industrial progresses and the requisite capital 
resources are forthcoming, there are good many possibilities for 
a rapid development of industries. 

Let us now attempt to answer tbe second question raised 
at the beginning of our enquiry, i.e., how far the development 
of manufacturing industries can solve the problem of poverty. 
The surest way in removing the deep-rooted poverty of the 
people and improving the economic condition of the masses is 
to divert the capital and human resources to industry under a 
well-regulated scheme of industrialisation. Even the Famine 
Commission of 1880, when the pressure of' population on land 
was not so acute, urged the necessity of opening up other 
avenues of industrial occupation in order to transfer a portion 
of agricultural population to other pursuits. The establishment 
of manufacturing industries will not only attract a large section 
of the agricultural population but also relieve to a considerable 
extent the problem of unemployment among the educated classes 
which has assumed alarming dimensions at the present day. 
"With the encouraging policy of the Government in respect of 
India’s industrial development thus, creating an atmosphere of 
confidence in the minds of capitalists about the security of their 
I'csources and profits, competent organisers will emerge out to 
place Indian industry on a much sounder footing. As H. 
Calvert in 'Wealth and Welfare of the Punjab’ remarks "the 
best training for tbe future manager is to be acquired in the 
mill and amongst the men he is to manage. The art is picked 
up in the atmosphere of industry.” India possesses, without 
any doubt, great facilities in marketing and does not stand in 
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need of other markets, at least for a brief space. Every year 
manufactured articles worth many crores of rupees arc being im- 
ported from foreign countries, the raw materials of which exist 
in considerabic quantities in our country. It may be repeated 
that all the essential conditions favourable for the industrial 
expansion of a country exist in India to a remarkable degree 
and there is no reason why with the help and patronage of the 
Governnient coupled with a real patronage from the Indian 
people the national industries should not flourish and succeed 
in relieving the over-crowded pressure upon land, and in im- 
proving the general economic condition of the entire popula- 
tion of India. 

Let us now examine a few typical industries and see how 
■far natural resources of India can be utilised with Indian labour 
and capital for the benefit of our countrymen. 

Textile Industries 

The cotton industry is largely financed and managed by 
Indians but still there exists a vast opportunity for further 
enterprise. It is the premier industry of India and stands next 
to agriculture in importance. At present nearly two-thirds of 
the total home-demand is met by the indigenous hand-loom 
industry and Indian mills while cotton goods imported from 
abroad supply one-third of the total demand of the people. 
Thus in order to stop these huge imports of cotton goods which 
come to about sixty crores of rupees under normal conditions, 
a vast scope is available to the capitalists and entrepreneurs for 
undertaking new cotton manufactures or improving the old 
ones. With the development of cotton manufactures within 
the country and the utilisation of raw cotton which is now 
exported to foreign countries only to find its way back to us 
in the form of finished articles, we would be relieved of the 
foreign supplies. Industrial combination of the cotton-mill 
industry, after the model of foreign mills, with a view to 
introduce new technique, including automatic machines, to 
specialise in certain lines of production by individual mills, to 
allocate the quantities to be produced by each mill, and to con- 
solidate the purchase of raw materials and the sale of finished 
products, is the crying need of the moment wricli alone can 
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en sure its speedy progress. 

The jute industry wliich is mostly managed and financed 
by foreigners enjoys monopolistic advantages, but at present it 
manufactures about half of the ravr jute produced in the 
country. ^7ith the restoration of normal economic conditions 
and the introduction of better organisation, there lies a further 
scope for the manufacture of raw materials now exported to 
foreign countries. 

The silk industry also presents vast possibilities for enter- 
prise and profit-making. Formerly, the Indian silk embroideries 
and brocades were well-known and highly appreciated, but 
towards the end of the nineteenth century the Indian weavers 
were forced to lay down their antiquated tools before the on- 
slaught of cheap foreign silk produced by labour-saving 
machinery. The silk industry consists of sericulture, reeling 
and weaving. As both sericulture and reeling methods are not 
satisfactorily developed on modern lines in India, the weavers 
prefer the use of imported silk yarn which is cheaper in price 
and superior in respect of general finish. With improved 
methods of growing mulberry and rearing selected breeds 
of silk-worms, the introduction of scientific methods for reeling, 
the modernisation of the primitive processes in respect of weav- 
ing and with efficient organisation amongst the silk weavers for 
the purchase of silk yarn and the disposal of silk products, 
there is every likelihood of India’s capturing her lost markets. 

Metaliinrgical Industries 

The iron and steel industry has made an appreciable pro- 
gress during the last two decades but its development has not 
been commensurate with the requirements of the country. Our 
dependence on foreign countries for the supply of machinery, 
jnachine tools and hardware goods is a great weakness of our 
industrial system. As their imports amount to many crores of 
rupees annually, there exists a considerable scope for the manu- 
facture of iron and steel products. Moreover, as industries 
increase in number consequent upon a right industrial policy a 
large demand for machinery, machine tools and other accessories 
will be created. The development of mechanical engineering 
works holds out great possibilities in view of the recent expan- 
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sion in tlie electrical engineering works. Tlie subsidiary indus- 
tries depending upon the development of this basic industry will 
also ofixir new opportunities of investment and profit-making. 
By adopting the latest industrial technique in making 
industry, improving the means of communication, and increas- 
ing the technical skill of the workers, the vast mineral resources 
can be utilised to the great benefit of cntrcp)rcncurs, capitalists 
and labourers alike. 

Forest Industries 

In spite of the noteworthy improvements introduced in 
recent years by the Forest Department, the development of 
forest industries is yet in its initial stage. The potentialities of 
Indian forests have not been fully explored and there exists 
practically an unlimited scope for the development of forest 
industries. It has been, elsewhere, mentioned that Indian forests 
contain all kinds of trees and the numerous products available 
thereof, if fully exploited on a commercial scale, will tend to 
augment the national wealth of the country. 

The paper industry notwithstanding many a vicissitude 
in the past, holds out great possibilities of extension, as the im- 
mense resources of raw materials discovered so far for the manu- 
facture of paper are not yet fully exploited by the paper mills 
working in India. At the present time the Indian paper mills 
are supplying about 30 per cent of the total Indian demand 
while the rest of the demand is met by the imported paper 
which amounts to nearly 3 Vz crores of rupees annually. India 
has immense resources in sabai, munji and savanah grasses found 
growing extensively in Buniia, Bengal Assam and the United 
'Provinces. Besides grasses found suitable for the manufacture 
of paper of fine and medium texture, India has vast resources in 
bamboos found abundantly in Burma, Bengal and South- 
‘Western India. It has been estimated that bamboo and grasses 
available in India, if exploited, to their full capacity, ma^ 
|)roduce pulp equal to the entire world’s demand. \^Tth the 
growth of education and literacy in the masses of India, the 
paper industry promises a bright prospect for the establishment 
and successful working of paper mills in India. 

The lac industry of India due to its somewhat monopolistic 
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nature occupies a very prominent position in the world market. 
India exports worth crores of mpees annually to foreign 
countries both raw and manufactured lac (i.e., shellac and 
button lac) which is chiefly employed in the preparation of 
paints and varnishes, in the ornamentation of wooden and 
metallic articles, in the manufacture of gramophone records, in 
electrical works as an electrical insulating agent and in several 
other minor manufacturing works. The methods of manufac- 
turing lac so far employed have been unscientific involving 
thereof much waste. As our lac industry is seriously threatened 
by cheaper lac substitutes, every effort in 'order to successfully 
meet the competition from synthetic lac should be made to 
reduce the expenses of production. 

The rubber industry is assuming growing importance as 
the area under rubber cultivation has increased amounting to 
nearly 130,000 acres. But unfortunately in the absence of 
rubber manufacturing concerns, except two or three factories 
working at Bombay and Calcutta, a major proportion of raw 
rubber grown in India is exported to the United Kingdom and 
the United States only to find its way back in the shape of 
finished rubber goods. A better organisation of rubber indus- 
try, an investigation into the high yielding capacity of trees, 
and an improved technical knowledge in respect of its produc- 
tion are the essential requirements of the day. 

The allied industries of turpentine and rosin are compara- 
tively of recent development and the potential resources for 
their expansion are believed to be enormous. At present the 
production of turpentine oil is inadequate to meet the internal 
demand as large quantities of superior grade oil and resins for 
various industrial purposes are imported from America and 
France, but it is estimated that if all the available resources of 
turpentine are exploited to their full strength, India will not 
only become independent of the foreign supplies of turpentine 
but also export the surplus to foreign countries. 

The sandalwood industry deserves a serious attention on 
the part of thoughtful Indian industrialists in view of the fact 
that sandalwood tree is a practical monopoly of India and the 
demand for its products arises from the different parts of the 
world for a variety of purposes. This aromatic tree is chiefly 
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found in Soutli India. It is used in making carved boxes, 
picture frames, walking sticks, bandies, peii~bolders, etc. 

Tlie oil is obtained by distilling the chips of sandalwood 
which is extensively used in perfumery and manufacture of 
toilet soaps. Apart from the exportation of sandalwood oil, a 
large quantity of sandalwood is also exported for distillation 
to foreign countries, particularly the United Kingdom and the 
United States. So far the methods employed in the extraction 
of oil and the manufacture of attar, perfumes, etc., arc primitive 
besides being wasteful. In order to reduce the cost of produc- 
tion of oil and to successfully meet the competition from similar 
products, it will redound to the credit of manufacturers if they 
adopt the up-to-date scientific processes of distillation. 

Apart from these, several other commercial products can 
be made to yield good returns. Amongst important ones there 
are essential oils, like lemon oil, khas oil, eucalyptus oil, carda- 
mom oil; tanning materials such as Babul bark, Tarwer bark 
and Myrobalans, etc.; dyeing materials obtained from the roots, 
barks, fruits and flowers of trees and plants, and gums obtained 
from the exudation of some varieties of trees. 

Chemical Industries 

lb reiterate, the successful development of many indigen- 
ous manufactui'es has received a considerable setback due to the 
absence of Indian chemicals. That India possesses siifiicicnt 
ratv materials to start her chemical industries was clearly de- 
monstrated during the "War when several chemicals were pro- 
duced in the country. India also maintains an ample quantity 
of raw materials for the manufacture of heavy chemicals such 
as sulphuric acid, soda-ash and caustic soda, so essential in the 
production of all other chemicals. The industries depending 
upon the chemicals are paper, glass, ceramics, fertilisers, matches, 
fine chemicals, dyes paint and varnishes, artificial silk, textiles 
and explosives. Sulphuric acid is extensively employed in 
various industries but due to the lack of sulphur deposits, India 
relied solely upon foreign imported sulphur for the manufacture 
of this important chemical. Now with the new possibilities 
of manufacturing sulphuric acid from gypsum, there lies an 
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endless opportujiity o£ enterprise for the resourceful industrial- 
ists of India. It is believed that extensive occurrences of gypsum 
exist near the famous Slate Mines of Kliewra. Besides this 
important raw material for the manufacture of sulphuric acid, 
salt, limestone and coal are also found in large quantities from 
which soda-ash and caustic soda can be manufactured. Thus the 
potential resources of heavy chemical industries are enormous 
and in view of their great national importance for the industrial 
develoment of India, it is a matter of prime importance and 
serious consideration that this industry should be financed and 
managed by Indians in the interest of indigenous manufactures. 
The development of this 'key’ industry would mark the salva- 
tion of many struggling industries and of those which have not 
yet made their appearance on the soil of India. 

Leather Industries 

That we are abundantly rich in animal resources needs no 
reiteration. Influenced by the western ways of living, the de- 
mand in India for leather requisites such as boots and shoes, 
saddlery and harness, leather bags and purses, leather trunks and 
holdalls, straps and belts, gloves and other fancy leather articles 
has had a tremendous increase and the tendency is always in 
the ascendant. 

The tanning and leather industries in India although prac- 
tised from immemorial times have achieved in recent, years a 
remarkable progress as a result of the introduction of western 
methods of tanning and manufacture. India is fortunate in 
possessing a large variety of animals which can supply different 
qualities of hides and skins suitable for the diverse requirements 
of her people. Goat and sheep skins are softer than hides and 
are employed in the manufacture of superior qualities of shoes, 
boots and gloves. Excellent tanning materials are also available 
in India. At present Indian tanneries and leather industries 
equipped with the most up-to-date machinery and organisation 
arc not sufficient to work up the raw hides and skins av’-ailable in 
India, as a result of which large quantities of raw hides and 
skins arc exported to foreign countries particularly to Germany 
and the United States. Tanned hides are mostly exported 
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to Great Britain. Formerly and even, now, the occiipati.o.ii 
of curing and tanning hides and skins is generally relegated to 
ignorant and backward castes which speaks to some extent of 
the backward and imperfect state of our tanning industry. 
The loss incurred through the native tanning proccsse.s is incal- 
culable. Here lies a good field for enterprise and proiit-inaking. 
The improved methods of curing and tanning Through veget- 
able tans and chrome process will not only result in almost com- 
plete cessation of the exports of raw hides and skins but will 
also put a severe check to the imported leather goods and leathers 
amounting to nearly fifty lakhs of rupees annually. 

Apart from this prominent industry, many other industries 
depending for their raw materials upon the by-products ob- 
tained from the slaughtered or dead animals can be started with 
success in India, provided requisite technical knowledge, suffi- 
cient capital and intelligent organisation are forthcoming. 

To sum up, it can be said that there are many channels of 
business opportunities which have so far received a slight atten- 
tion or remained uninvestigated by the Indian industrialists. 
Practically in every branch of economic and industrial activity 
Indians can make much headway and oust the foreign competi- 
tors who, today, on account of their superior skill in technique 
and organisation easily forbid Indian industrialists to enter in 
any important market of the world. A co-ordinated compre- 
hensive programme of rural and industrial reconstruction, in 
the light of modern economic and financial theories of the State 
conceived in agreement with the wishes and opinions of the 
leading Indian economists, industrialists and financiers, is indis- 
pensable to avoid waste of effort, and to ensure steady economic, 
social, intellectual and political progress of the country. 

To give a great industrial push to the country and to 
assure food and work to the people, some definite economic 
plan is needed. In the western countries, the Governments 
have started the schemes of four or five years plan to bring 
about industrial advancement of their countries. Germany’s 
Four Year Plan consists of six departments, namely, (1) Bureau 
of distribution of raw materials, (2) Department of distribu- 
tion of labour, (3) Food supply department, (4) Foreign cur- 
rency and banking department, (5) Department of price con- 
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trol, and (6) Miscellaneous department. Should we not think 
seriously of some such scheme for India also? A National Plan- 
ning Committee has been appointed in India and we are all 
anxiously awaiting its recommendations. 



CHAPTER XXVXn 


PUBLIC FINANCE 

Its Meaiiing and Importance ■ . 

It is known to all that there are some functions which are 
necessary to the civic organisation of a country and which, in 
one shape or another, all Governments alike have undertaken. 
The State like individuals undertakes some activities either 
directly or indirectly, the main object of which is to promote 
the economic activity and progress of the community at large. 
All these economic and industrial activities that we observe 
all around us would have been retarded, if not altogether para- 
lysed, to a great extent in the absence of facilities conferred by 
the State through its various departments. The Government 
of a State requires the services of the navy, the army, and the 
air craft for the defence of the State from external danger and 
internal disorders, the constabulary for the maintenance of law 
and order, the judicial courts for the administration of justice 
and the punishment of crime, the prisons for reforming the 
ways of the offender, the asylums for the poor and the incap- 
able, the educational institutions for educating people the right 
duties of citizenship and the various arts and crafts, the hospitals 
and dispensaries for the preservation of public health, and the 
railways, roads, harbours, canals, buildings, post and telegraph 
for expediting the industrial and commercial progress of the 
country. For the successful discharge of these multifarious 
functions under modern conditions, the State requires annually 
a large amount of money which has to be secured from taxation 
and various other sources of revenue. The study of the manner 
in which a Government obtains its revenues and spends them 
is called 'Public Finance.’ 

'With the gradually expensive functions of the State, the 
expenditure of the State has enormously increased in recent 
times and an enormous amount of revenue through various 
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sources lias to be raised annually in order to meet tlie increasing 
functions properly. 

PttMic and Private Expenditure Compared ; 

Tlie State like the individual has wants but there are several 
important differences between public expenditure and private 
expenditure. /A characteristic difference is that an individual 
always attempts to augment his income and tries to adjust his 
expenditure according to the income he earns, while in public 
finance the process is reverse inasmuch as the necessary expen- 
diture is first determined by the State and then sources are 
tapped for collecting an income that will balance the pre- 
determined expenditure. Thus, in public finance the income is 
determined by the expenditure and not the expenditure by the 
income. Another characteristic of public finance is its com- 
pulsory character. In private finance, a surplus of income over 
expenditure is desirable while in public finance a surplus would 
be taken as a defective finance and would invoke a lot of adverse 
criticism from the taxpayers. ' In public finance as against 
private finance, a generous provision has to be made for the 
future but the statesmen should not go too far in discounting 
the future as it may produce resentment among the taxpayers. 

Sotxrces of Public Revenue 

From a theoretical point of view there has been a great 
controversy among economists regarding the classification of 
public revenue or income. Without entering into those intri- 
cate discussions, it may be pointed out that Governments for 
discharging the numerous functions in modern times obtain 
their revenues from the following sources; — 

1. Vnblk or State domains. The revenue from public 
domains consist of the income from agricultural land, forests 
and mines in which the State holds a proprietary right. Forests 
being an asset of considerable economic importance to the com- 
munity are largely controlled and managed by the State. Min- 
ing areas being the property of tlie. Government bring in a 
considerable amount of income either when sold or utilised. 

2. Slate enterprise. The State in almost every country 
undertakes certain businesses both productive and distributive 
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such as the operation of post-ofl&ce and telephone services and 
other undertakings of a monopolistic and public utility character 
like the provision of pure water, construction of railways, and 
operation of model industrial establishments. Industries of a 
competitive character are usually relegated to private enter- 
prise. Many commercial undertakings are undertaken by tlie 
State in the interest of the people. 

3. Investments of the State. The State may obtain some 
portion of revenue from shares held by it in some businesses, 
specially in businesses of public utility service. 

4. Public loans. Public loans are a source of revenue 
giving rise to public debts. In times of emergency for covering 
the cost of extraordinary services such as for the construction 
of canals or railways, or financing any war, the Government 
takes loans on which interest together with the principal has to 
be paid by the future taxpayers. 

5. Voluntary contributions. Frequently voluntary gifts 
are made over by wealthy subjects to the State for some public 
purposes to help it in emergencies. Very commonly donations 
are given by rich persons for the progress and expansion of 
educational institutions or such other social services. 

6. Pines and penalties. They are called accidental and 
irregular sources of income as the object of their imposition is 
not primarily to augment the income of the State. Forfeits 
and escheats are other means by which a State obtains some 
portion of its income. Escheat is a legal term which means that 
everything lapses to the public exchequer in default of other 
heirs. 

7. Revenue derived from the incomes of different persons 
and corporations: — (a) Fees; (b) Special assessments^ and (c) 
'Taxes. 

(a) A fee is a payment made by persons who receive a 
special service rendered by the State — the service, however, be- 
ing non-commercial in character, e.g., court-fees, stamp-fees, 
license-fees, etc. 

(b) A special assessment is defined by Prof. Seligman as 
“a compulsory contribution, levied in proportion to the special 
benefits derived, to defray the cost of a specific improvement 
to property undertaken in the public interest.’’ Special assess- 
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ments, itniike fees, are levied specially by municipalities to meet 
some extraordinary expenditure stxcli as the special improvement 
of a particular tlioroughfare in a particular locality of the city. 

(c) Taxes form the bulk of the State revenues in modern 
times. They are compulsory payments of wealth made to the 
public authority by its people to meet the general expenses of 
the Govcrximent. 

Tlie Meanisig and Nature of Taxes 

"Taxes arc levied upon practically all persons in the com- 
munity to cover the cost of services rendered by the State fo,r 
the..,.benefi.t of the community generally.” A tax is a com- 
pulsory charge imposed by a public authority and, as Prof. 
Taussig puts it, "the essence of a tax, as distinguished from other 
charges by Government, is the absence of a direct qidd pro quo 
between the taxpayer and the public authority.” From the 
nature of the dgfinitiori given above it is.„.ckar- that th e St atg 
whil e charging . taxes , compulsorily .frpni indiyiduals_^^^^ 
glysjhem. any sort of guarantee regarding the amount of. benefit, 
in return that they shall receive frorn such a charge^ While 
travelling in a railway, posting a letter, instituting a suit in a 
Court, or registering a bond we are compelled to make a pay- 
ment in lieu of such a service but our payment is conditional 
upon our option to utilise such services rendered by the State. 
One who prefers to abstain travelling in a railway is never 
compelled by the Government to make any kind of contribution 
on that account. The receipts from railway tickets, postage 
stamps, court-fees and stamp-fees roughly show a correspon- 
dence between the prices charged and the services received by 
the users. But no such correspondence can be said to exist 
between the services rendered by an army or navy, a fire depart- 
ment, or the police force and the payment made for the cost of 
their maintenance. Almost every resident of a State is called 
upon, to contribute for its upkeep irrespective of the advantages 
he derives, directly or indirectly. A tax, therefore, is a com- 
pulsory levy which is exacted from all alike by public authority 
under stated conditions and without any regard to the indivi- 
ditaBs use of the services supplied, "The essential characteristic 
of a foe is tlie existence of a measurable special benefit together 
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witli a predominant public purpose. . . .The absence of a public 
purpose makes the payment a price, the absence of special benefit 
makes it a tax.” — Seligman. 

Priaciples or Canons o£ Taxation 

According to what principles or rules taxes should be levied 
and the individuals be made to contribute towards the cost of 
the various public services rendered has been discussed by eco- 
nomists, since the days of Adam Smith, at great length. Adam 
Smith was the first economist who in his classic book 'The 
Wealth of Nations’ enunciated the four celebrated canons of 
taxation which still form the starting point of a sound policy 
of taxation. These are — ^the canon of equality, the canon of 
certainty, the canon of convenience, and the canon of economy. 
Besides these famous canons, the modern writers have added 
other principles, viz., productivity, elasticity and simplicity. 

1. Equality. "The subjects of every State ought to con- 
tribute towards the support of the Government as nearly as 
possible in proportion to their respective abilities, that is, in 
proportion to the revenue which they respectively enjoy under 

the protection of the State ” This canon of equality or 

equity has been much discussed by economists and various 
theories have been propounded to secure justice or equity in 
taxation. This canon requires that every person must contri- 
bute in proportion to his ‘'ability to pay.’ If ability of people 
to pay taxes is measured in proportion to the revenue which 
they respectively enjoy, then certainly equality of sacrifice or 
justice in taxation cannot be secured. How to measiu'e 'ability 
to pay’ and 'equality of sacrifice’ is still a vexed question. Shall 
an individual pay just in proportion to his income, or more? 
The conservative view maintains the principle of proportion, 
according to which persons’ income, whether large or small, 
whether earned or unearned, should be taxed all in proportion 
to their income and no more. On the other hand, the radical 
view maintains the principle of progressive or graduated system 
of taxation, according to which the rich should pay not only 
in proportion to 4;heir incoml^s, but more than in proportion, 
in other words, the rate of taxation should increase as the income 
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2. Cc dainty. The tax ‘which each individual is asked 
to pay ought to be certain and not arbitrary; its time o£ pay- 
nicntj its manner of payment and the quantity to be paid ought 
all to be clear to the contributor. It is good both from the 
point of view of the taxpayer and the Government. This canon 
helps to make the Government certain about the probable yield 
of a tax and the time of its receipt into the Exchequer. Taxes 
need not be arbitrary nor they be collected arbitrarily. The 
certainty of a tax leads taxpayers to make an automatic provi- 
sion for the amount of the tax •without undergoing much 
botheration and trouble, as he gets accustomed to it. Hence 
the dictum that “an old tax is a good tax, and a new tax is a 
bad tax.” 

3. Convenience. “Every tax ought to be levied at the 
time or in the manner, in which it is most likely to be, con- 
veriient for the contributor to pay.” It minimises the burden 
of the tax and brings the least interference in the process of 
industriar activity of the community. Indirect taxes generally 
conform to this principle to an appreciable degree as the con- 
sumers pay the tax when they are in a position to purchase 
the article subject to tax. 

4. Economy. Every tax should he so devised as to take 
out of the pockets of the people as little as possible over and 
above what it brings into the treasury of the State. This prin- 
ciple* maintains that those taxes should be chosen (i) the cost 
of collection of which is small in proportion to the proceeds, 
and (ii) the loss caused to the community is small in proportion 
to the proceeds. This canon is violated if for the collection 
and administration of certain taxes a large army of tax collectors 
and inspectors is required, or if in their imposition they restrict 
the progress of trade and industry or cause unnecessary bother- 
ation on the part of the taxpayers. 

5. Erodnetivity. The tax should he productive and the 
yield must show a good return. Consequently, a smaller num- 
ber of taxes productive of a large revenue is to be preferred 
than a large number of less productive taxes, taking care that 
the distribution of the burden of taxation on all classes of the 
community remains equitable. At the same time, the produc- 
tivity of the tax should not be such as to damage the wealth- 

■ ■■ %K 



S50 


FIRST APPROACH TO ECONOMICS 

yielding sources whence it is derived. 

6. FJastkUy. The tax system should be so contrived as 
to provide an automatic growth of revenue with the increase of 
w'ealth and population. Taxes should be elastic in the sense that 
in o 3 .-d.er to meet fiscal emergencies the total amount of revenue 
can be increased with an. increase in the rate of taxation without 
any great increase in administrative or collection charges, 

7. SimpIicUy. Finally, a system of taxation ought to be 
simple, plain and intelligible to the taxpayers. 

Kinds of Taxes 

Taxes have been classified into (1) Direct, and (2) In- 
direct, a classification which is based on the burden, or the 
'incidence’ of taxation. 

A direct tax is a tax, the burden of which is mainly borne 
by the person on whom it is intended to be levied by the taxing 
authority. Its burden cannot be shifted by the persons upon 
whom it is legally imposed. Direct taxes are generally levied 
upon the income and property of the individual. The income- 
tax, the super-tax and the land revenue are some of the instances 
of direct taxes in India. If the salary of a professor is taxed, 
say, at the rate of six pies per rupee, clearly he cannot pass on 
the burden of the tax to somebody else. 

An indirect tax is a tax, the burden of which is passed on 
by the person on whom it is imposed to the shoulders of other 
persons. It may be collected from one person in the expecta- 
tion that he will shift or transfer the burden to other's. Indirect 
taxes are generally levied on commodities and transactions. The 
customs, the salt and the excise duties are some of the examples 
of indirect taxes in India. Import duties levied on foreign 
cigarettes are collected from, the merchants importing them, but 
eventually the amount paid is recouped by them from the 
smokers who pay the amount of the tax in the shape of the 
increased price of cigarettes. 

The incidence of a tax is different from its impact. Chap- 
man remarks: "The impact is upon the person from whom the 
tax is collected, but the incidence is upon those who pay even- 
tually. The process by which ultimate incidence is brought 
about is known as the process of shifting^ or rolling, or reper- 
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cmsion o£ taxes/'' In the example of cigarettes mentioned 
above, tlie impact of die tax falls upon tlie mercliaiits and die 
incidence of tlie tax upon the smokers. In a direct tax, the 
impact and the incidence are on the same person; when they 
arc different the tax is called an indirect one. 

It must, however, be pointed out that no hard and fast 
Hue can be drawn between direct and indirect taxes, since the 
distinction between the two sometimes becomes quite imper- 
ceptible. An indirect tax involves shifting while a direct tax 
does not. But there arc cases where even the direct taxes may 
be shifted to the shoulders of someone else while the indirect 
taxes meant to be shifted may remain where they were imposed. 

Advantages and Disadvantages of Direct Taxes 

The principal direct taxes are the income tax, land tax, 
property tax, inheritance tax, and death duties. 

Advantages 

1. The great advantage of direct taxation lies in its edu- 
cative influence or civic consciousness that it produces on the 
minds of the taxpayers. Each taxpayer is thoroughly conscious 
of his contribution to the revenues of the State, and therefore, 
he begins to display a direct interest in the activities of the 
State regarding the allotment of public expenditure for the 
various heads. Hence, direct taxation tends to make the public 
g.uthority more honest, careful and scrupulous regarding its 
duties and functions towards its subjects. 

2. Direct taxation is more just and equitable as the prin- 
ciple of progression in order to make the rich pay more than 
the poor can be easily applied. 

3. Since they are usually collected at the. source, the cost 
of collection is comparatively low and practically no wastage is 
experienced in their realisationi. Thus, they conform to the 
canon of economy. 

4. Direct taxes are generally collected at the source and, 
therefore, there are little or no chances of evasion. 

5. Direct taxes are very elastic as their yield can be in- 
creased considerably by a slight increment in the rate of assess- 
ment without incurring any additional cost of collection and 
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admiiiistrationv 

6 . Tlie taxpayer also knows what he has to pay, why he 
lias to pay and when he has to pay. 

DisaclTaatages 

1. Direct taxes have invariably proved irritating to the 
taxpayers specially when attempts are made to increase the 
rate of the tax. Any slight increase in direct taxation, is much 
resented by the taxpayers as its incidence falls mainly upon 
them and sometimes grave social and political consequences 
follow in the wake of their imposition. 

2. An accurate estimation of one’s taxable capacity even 
by the most just and expert assessing ofl&cers involves several 
difficulties. Not infrequently, a direct tax causes much hard- 
ship to the taxpayers as a result of the wrong evaluation of 
their incomes. An easy escape is sometimes made by the people 
in. direct system of taxation by producing fraudulent accounts 
before the income-tax officers. 

3. The poorer sections of the community cannot be 
directly taxed owing to small incomes and heavy cost of collec- 
tion. It is very difficult and inconvenient to tax directly the 
income of the daily wage-earners and menial servants as a large 
army of the collectors will be required to collect and administer 
taxes thereby, violating the canons of convenience and economy. 

Advantages and Disadvantages of Indirect Taxes 

In India, the principal indirect taxes arc customs duties 
levied on the exporter and the importer of commodities, and 
excise duties, e.g., duties imposed on matches, sugar, salt, alcohol, 
etc., produced within the country. 

:.. Advantages ' ' ^ 

1. Indirect taxes are more popular as they are seldom felt 
by the taxpayers with that degree of acuteness and resentment 
as in the case of direct taxation, and, therefore, they arc less 
disagreeable and inconvenient. 

2. They are convenient because they are paid in small 
quantities in. the shape of higher prices of commodities at the 
time when the pa^’^er has the requisite money to purchase the 
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articles taxed. Tliey are convenient from the point o£ view of 
the State as it gets the revenne in bulk from importers and 
imniifacturers. 

3. I'lie poorer classes of the community can also be taxed 
and made to contribute some portion of their income to the 
public exchequer by indirect taxation, 

4. By a judicious levy of taxes upon luxuries and neces- 
saries, equitable system of taxation is easily secured. The rich 
arc obliged to pay more in resorting to the consumption of 
articles of luxury while the poor escape by refraining from 
the use of those heavily- taxed articles. 

5. Indirect taxes are more elastic. The State automatically 
derives increased revenues in times of prosperity and flourishing 
trade and commerce without increasing the rates of taxation. 

d. Lastly, indirect taxes are levied to restrict the consump- 
tion of unproductive luxuries, and other injurious articles the 
consumption of which is detrimental to the efficiency of the 
community. 

Disadvantages 

1. Indirect taxes are inequitable in that they are I'egres- 
sive in character and fall commonly more heavily on the poorer, 
than on the richer classes because the poor are the largest con- 
sumers of articles of general consumption, e.g., the salt tax, in 
India, involves a greater sacrifice on the part of the poor than 
the rich. It is in view of this regressive character of indirect 
taxes that any kind of levy on necessaries has been invariably 
opposed. 

2. Indirect taxes are known to have put serious obstacles 
in the natural growth and progress of trade and industry in 
a variety of ways. For instance, an undue high rate of indirect 
taxes entails sometimes adverse effects on production in that it 
increases the expenses of production, thereby diminishing the 
demand of the consumers and the output of the factories. 

3. Indirect taxes also encourage smuggling of articles sub- 
ject to taxation specially when the difference in prices between 
two places, owing to the different rates of taxation, is quite 
appreciable. A large army of supervisors is entrusted with the 
administration of such taxes entailing a heavy loss of revenue 
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to tlie Government treasury. They are also uneconomical from 
the taxpayer’s standpoint because he is obliged to contribute 
more than what is actually received by the State. 

4. Another serious drawback of indirect taxes lies in the 
tendency of manufacturers or importers of commodities to raise 
their prices by more than the actual amount of the tax to the 
great detriment of the consumers. This argument also proves 
the uneconomical nature of indirect taxes. 

5. The revenue derived from indirect taxes is not very 
certain unless the demand for the article is very inelastic. In 
times of economic depression, the income of the State shrinks 
considerably from indirect taxes as the revenue realised from 
them is dependent upon the conditions of trade and industry 
which are ever fluctuating. 

The best system of taxation, as advocated by economists, 
is a judicious combination of both direct and indirect taxes so 
as to make every mdividual, rich or poor contribute something, 
according to his ability towards the general expenses of the 
Government. 

INDIAN FINANCE 

The system of financial administration in India that we 
find set up at the present day is of a very recent growth. Ori- 
ginally the entire administration of the finances of India was 
vested in the Government of India, that is to say, the entire 
responsibility for the collection and expenditure of revenue 
rested with the Centra) Government, and the Provincial Govern- 
ments had no powers of taxation. This type of centralised 
administration, with little or no incentive to economy on the 
part of the Provincial Governments, suffered from many dis- 
agreeable features, resulting in frequent wrangling between the 
Central and the Provincial Governments regarding the alloca- 
tion of grants for the requirements of the latter. It was, how- 
ever, with the introduction of the Montagu-Chelmsford Reforms 
that great and important changes were witnessed in die system 
of the financial management of the country. By the Preforms of 
1921-22 when the Government of India Act, 1919, came into 
general operation, a clear demarcating line was drawn up bet- 
ween the finances of the Government of India and that of the 
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Provinces. Under the nevr or present system of financial ad- 
ministration the Provinces have been allocated different sonrces 
of revenue from those of the Central Government, and have 
acquired a good deal of financial autonomy inasmuch as they 
have been now empowered to raise loans on the security of their 
revenues for purposes of general improvement and to initiate 
new taxative measures in certain cases with the sanction of the 
Governor-General in Council. Each province now maintains 
its own finance department with a Finance Member who almost 
enjoys a full liberty in the management of his provincial 
revenues. 

Classification of Indian Re-vennes 

Indian revenues can be conveniently classified according 
to the taxing authorities as found in India at the present time. 
They are (a) the Central Government, (b) the Provincial 
Governments, and (c) the various Local Bodies such as Muni- 
cipalities, District Boards, and Port Trusts. 

(A) Central Finance 

Central finance consists of the sources of revenue conferred 
by the Reforms Act of 1919. The Central Government main- 
tains the most wide and extensive powers of taxation in India 
raid has reserved for itself the sources of revenue which are 
clastic such as customs and income tax which bring into the 
coffers of the Central Government increased revenues with an 
increase of wealth and population, whereas the sources of revenue 
assigned to the Provincial Governments are insufficient and 
more or less static, considering their rapidly expanding require- 
ments. To save the Provincial Government from financial ruin, 
the Otto Nicmeyer Report proposed immediate fiinancial assis- 
tance to certain provinces partly in' the form of cash subventions, 
partly in the form of concellation of some of their debts and 
partly by distributing to the jute growing provinces of a 
further 12 p 2 p.c. of the jute tax- As regards the provincial share 
of the proceeds from income-tax, the Committee recommended 
that half of the proceeds should be distributed among the 
provinces. The revenues of the Central Government are not 
only derived from taxes but also from non-tax revenue sources. 
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CMef Sources of Revenue of the Centra! Governmeiit 

The following is a table of the principal heads of revenue 
enjoyed by the Central or Imperial Government in India« 


GENERAL STATEMENT OF THE REVENUE 


Budget (Estimates) for 1939'40 


Principal Heads of Revenue 
Customs (Petrol tax for road fund) 
Other customs 
Central excise duties 
Taxes on Income 

Salt . . . . . . . . . . 

Opium 

Other principal heads of revenue 
Railways; Receipts less working expenses 
Irrigation: Receipts less working expenses 
Posts and Telegraphs . . 

Interest Receipts . . . . . . 

Civil Administration 
Currency and Mint 

Civil Works 

Miscellaneous 
Defence Receipts 
Extraordinary Items 


In lakhs of Rs. 

1,€0 
. . 39,05 

8,28 
14,76 
8,35 
49 
1,01 
. . 31,75 

•7 
73 
63 
1,03 
67 
30 
1,39 
8,75 
2,95 


Total revenue . . 12,174*7 

The major portion of the revenues, is derived from taxation 
like customs, income tax, etc., yet the revenues accruing from 
commercial enterprises undertaken by the Government of India 
under its own control and management are by no means negli- 
gible. A brief comment pointing out a few salient character- 
istics of the main items of Central revenue seems worth consi- 
deration. 

1. Customs. Customs duties are levied on the import 
and export of certain commodities according to the rates as pres- 
cribed in the tariff schedule framed by the Government of 
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India. A list of such' duties in a country is called its 'tariff/ 
Customs duties bring into the State treasury about more than 
one-third of the total revenue. They are not only a produc- 
tive but an elastic and. growing source of revenue. It may be 
said that before the "War, the Indian Tariff was Revenue Tariff, 
that is, the import and export duties on different commodities 
and their frequent variations in times of financial stringency 
were solely governed by revenue considerations. But as a result 
of the policy of 'discriminating protection’ as recommended by 
the Fiscal Commission Report, protective duties on iron and steel 
products, paper, cotton, piece-goods, sugar, etc., have been im- 
posed by the Government of India. The customs tarifi consists 
of ad valorem and specific duties. A duty is ad valorem when 
the tax is a certain percentage of the value of the commodity; 
it is specific when the tax is levied according to the quantity of 
the commodity as measured by its number, weight or volume. 
Though the tariff in India is an ad valorem tariff, yet certain 
commodities such as salt, kerosene oil, spirits, etc., are subject 
to specific duties. Customs duties today amount to heavy 
taxation on consumption which falls heavily on poor people. 

2. Income Tax. Income tax is a direct tax and it is the 
most equitable, economical, productive and elastic source of 
revenue. Income tax in India is levied on annual incomes of 
both individuals and companies. The progressive or graduated 
principle in the aaessment of income tax is secured by 
exempting incomes below a certain minimum and by charging 
high rates of taxation on larger incomes. In 191^ the scale 
of progression was introduced, and incomes below Rs. 2000 per 
annum v/ere exempted from taxation until 1932 when the tax- 
able limit was lowered to Rs, 1000 to enable the Government 
of India to meet the budget deficit caused by the dislocation of 
ccxmoraic and inditstrial factors in the wake of the world eco- 
nomic depression. Again from 1936 incomes below Rs. 2000 
per year were exempted from taxation. 

The Income-tax (Amendment) Act 1939 has been designed 
to prevent evasion of income-tax, to stop up the loopholes and 
to give some relief to many poor taxpayers. The Act has 
introduced the adoption of the 'slab' system instead of the 
'step’ system from 1939. 
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Kates of Income-tax 

U) Licomes below Rs. 2000 are not taxed. 

First Rs. 1,500 of' income 

Next „ 3,500 „ 

„ 5,000 „ 

„ ,, 5,000 „ 

Balance of income 
Income-tax on incomes jtist above Rs. 2000 to be restricted 
to half tlie excess of die income above Rs. 2000. 

{b) Rate for companies and local authorities — 2 annas 
6 pies in the rupee. 

Super- fax 


No tax. 

9 pies in the rupee. 

15 pics in the rupee. 

2 annas in the rupee. 

2 .annas 6 pies in the rupee. 


(a) Assessees other than companies:-— 


First 

Rs, 25,000 

Nil. 




Next 

,, 

, 10,000 

1 anna 

in 

the 

rupee. 



, 20,000 

2 annas „ 


99 . 

„ 


„ 70,000 

3 „ 



99 

„ 


„ 75,000 

4 „ 

*» 


99 

„ 


„ 150,000 

.. 5 „ 

SJ 

59 

99 



, 150,000 

• • <5 „ 


95 

99 

Balance 

of income 

7 „ 


95 



(b) Companies and local authofitie#— 

1 anna in the rupee on the whole income (No exempted slab) 


3. Salt tax and opium revemie. The salt tax is an old tax 
being inherited by the British Government from its predecessors. 
Before 1882 the rate of the salt duty varied from province to 
province. In that year, it was made uniform throughout India 
at Rs. 2 per maund, but was raised to Rs. 2-8 in 1888. From 
1888 to 1931 the rate of the salt duty underwent many changes, 
and on the 30th September, 1931, it was fixed at Rs. 1-9 per 
maund. Economically the salt tax is inequitable and incon- 
venient and ethically it is indefensible in the Indian fiscal sys- 
tem. Since salt is a necessity of life, the consumption of which 
is regarded as extremely desirable from the point of view of 
the physique of the people, any tax on it is sure to impose pro- 
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portionately a very heavy burden on the poorer classes. Its 
immediate reduction or extinction, if it is possible, is long 

overdue^ 

Opium is a fiscal monopoly of the Government of India. 
At one time huge quantities of opium used to be exported to 
Chinn, the revenue from this source being considerably large. 
But ns a result of an agreement entered into by the Government 
of India with China, the former decided to stop all exports of 
opium to China, this revenue has fallen considerably at present. 

4. Excise duty on matches and sugar. An excise duty of 
Re. 1 per gross boxes containing on an average 40 matches and 
Rs. 2 per gross boxes containing about 80 matches was levied 
in the year 1935-36. This tax falls very heavily on the poor 
people of India and it is hoped that taxes on such necessaries of 
life would be avoided. An excise duty of Rs. lj5 per cwt. on 
factory produced sugar and As. 10 per niaund on Khandsari 
sugar was levied to recoup the losses sustained due to the fall 
in the import duty on sugar. The excise duty on sugar has 
been raised to Rs. 3 per cwt. in March 1940. The duty on 
Khandsari sugar has been reduced to As. 8 per cwt. It is assumed 
that this will not lessen in any way the protection afforded to 
the Indian sugar industry. Part of the proceeds of this diity 
will be utilised for the purpose of assisting tlie organisation and 
opei-atlon of co-operative societies among tlie cane growers. 

5. Railways and irrigation- The receipts from non- 
tax revenue sources also swell the revenues of tbe Central Gov- 
ern nicut. Railways and canals are commercial undertakings 
proving a good source of profit to tbe Government. 

6, Vnsfs and Telegraphs, They are commercial services 
undertaken by rb.e Government of India with a view to provide 
clicap and convenient service. But mainly due to economic 
tleprcssion receipts from them have fallen like those from the 
railways and canals. They are incurring regular losses, in spite 
of strict economy in expenditure. 

Chief Heads of Expenditaire of the Central Government. 
The principal items of expenditure of the Central Government 
are as follows;- — 
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GENERAL STATEMENT . OF EXPENDITUPvE 

Budget (Estimated) for 1939”40 


Items 

In lakhs of Rs. 

Direct Demands on the Revenue 

. . , A, 90 

Railways: Interest mid miscellaneous charges 

.. 29,62 

Irrigation: Interest and miscellaneous charges 

. . 9 

Posts and Telegraphs 

. . . 78 

Debt Services and Interest 

. : . . 12, 6S 

Civil Administration . . 

.. 11,04 

Currency and Mint . . 

. . 35 

Civil works 

2,78 

Defence Services 

. 53,92 

Miscellaneous .... 

3,52 

Extraordinary Items . . . . 

1 

Miscellaneous Adjustments 

3,05 

Capital expenditure charged to revenue 

•7 

Surplus 

.3 


Total expendUnre .. 12,174*7 

1. Direct demands for the cost of collection of revenues. 
They represent the expenditure incurred in collecting revenues 
from customs, income tax, salt, opium, land, excise, stamps, etc. 
This item should be kept as low as possible by adopting various 
measures of economy in the cost of collection of revenues. 

2. Co7nmercial services. This item includes expenditure 
chargeable to the commercial services. The expenditure on 
railways is represented by interest and miscellaneous charges on 
account of capital borrowed for the construction and working 
of railways. Posts and telegraphs, and irrigation works admi- 
nistered by the Central Government are other principal heads 
which account for the expenditure under commercial services. 

3. Debt charges. A large amount of interest has to be 
paid annually by the Government of India on the debt inherited 
from the East India Company, and the loans raised by the 
Central Government, now and then, for the development of 
railways and irrigation projects. The total debt is classified 
into productive works debt and ordinary or unproductive debt, 
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and. about eighty per cent of the national debt is estimated 
to aivc been taken for productive purposes. The national debt 
scerns to be large, yet the interest chargeable to this account is 
not le.h; as burdensome for the State derives a large revenue 
froju the undertakings financed by such loans, A striking fea- 
ture of the public debt of India is that a large portion of it has 
been raised through sterling loans, as a result of which, a consi- 
derable amount of interest is now sent to foreign investors, 

4, Civil achmnhtration. This item has been an enormous 
increase in public expenditure specially since the introduction 
of the Reforms. The expenditure under this head represents the 
salaries of the staff of the Central Government and the minor 
provinces — Delhi, Ajmer-Merwara, Coorg and Baluchistan — 
which are directly administered by the Government of India. 
It also includes expenditure on political department, scientific 
research, educational and medical institutions and other services 
included in the list of central subjects. It is pointed out by 
many that Indian administration is the costliest in the world 
and the existing scale of salaries, allowances, leave concessions and 
pensions given to the officers of The Indian Civil Service is un- 
duly high, considering the economic resources of the country. 
By reducing all unnecessary expenditure much saving can be 
brought about in this item of expenditure. 

5. Military charges. This head includes expenditure on 
army, navy, air force, strategic railways, harboitrs and defence 
works maintained i.n India for keeping the country secure from 
foreign encroachments. This item takes away the lion’s share of 
India’s revenues and it has been invariably subjected to all sorts 
of criticism by the critics of the Government. In India, the per- 
centage of expenditure on defence is the heaviest in the v/orld. 
Even Sir Walter Layton, the Financial Assessor of the Simon 
Commission regarded the expenditure on this head as too exces- 
sive in, view of the j)ovcrty of the country and its low capacity 
for bearing tlic burden of taxation. It is suggested that this 
enormous expenditure can be curtailed considerably without 
losing the efficiency of the military services, provided the 
Indianisation of the Army together with other possible economies 
in expenditure is effected at an early date. 
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^B) 1?T0vinciaI Finance ■ 

As the Reforms Act of 1919 aimed to introduce respon- 
sible goYC-mment of a limited character in the Provincial Gov- 
emmcntSj the relationship of subordination of Provindal 
Govci'jnmcnts to the Central Government in matters connected 
with public revenue and expenditure was broken and Provincial 
.Governments were for all practical purposes made financially 
independent of the central revenues. A clean cut was made 
between the revenues apportioned to the Central and Provincial 
Governments. 

The chief heads of ^Provincial Revenues’ are Land RcYenue, 
Excise, Stamps, Forests, Registration, and Irrigation. Besides 
these, they also consist of income derived from Debt Service and 
Civil Administration. The revenue yield from these various 
sources varies in different provinces according to their economic 
condition and industrial progress. Thus, land revenue, which 
is an important head of revenue in the United Provinces, 
Bombay, Madras, the Central I^rovinces and Assam, occupies 
comparatively a less prominent place in the provincial revenues 
of Bengal because the land revenue is fixed in perpetuity. As 
we have already said, the Central Government appropriates all 
the elastic sources of revenue of India leaving only those heads 
to Provincial Government which are highly inelastic and 
decreasing year after year. Tlie Provincial Government have 
to look after all the nation-building departments such as educa- 
tion, agriculture and industries, sanitation and public health, 
for the expansion and development of which the entire country 
is clamouring. The present system of allocation needs to be 
revised. 
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General. Statement of Reyentie and Expenditure of 
tlie United Proyinces for 1939-40 


Income 

In Lakhs 
of Rs. 

Expenditure 

El Lakhs 
ofRs. 

Lund, Revenue 

6n-8 

Cost of Collection 




(Direct Demand on 


Excise 

156 

Revenues) 

158 

Stumps 

146 

General Administra- 




tion 

■ 175 

Forests 

48 

Jails and Police 

197-8 

Registration 

10 




Education 

210 

Irrigation . . 
Administnition of 

164 

Irrigation 

226 

Justice 

iz* 5 




Administration of 


Jails and Police 

12 

Justice 

71 

Education 

Medical and Public 

13*6 

Agriculture 

71 

Hcaltli 

5 

Medical and Public 



Health 

59*8 

Agdcultufc 

Motor and other 

23 ' 8 

Industries and Co- 


Taxes 

Industries and Co- 

35 

operation . . 

27 

opcfat,ion . . 

7*4 

Civil Works and 
Roads . . 


Civil Works 

14*9 


Interest and Debt 

Interest, Sinking 


Service . . 

105 

Fund and Debt . , 

60 

Deposit and Advan- 

Deposit and Advan- 


..ces 

43 

ces 

59 

MiHcclluticous inclu- 

Capital Expenditure 

ding Subsidised 


charged to Revenue 

I 

Railways . . 

44 

Miscellaneous 

138-4 

Total 

1422 

Total 


Opening balance . . 

52 

Closing balance 


Grand total . . > 

■' '"1 

1,484 

Grand total 

: 1,484 



S64 


3FIRST APPROACH TO ECONOMICS 


Geneva! Statement of 'Revemte and Expenditure of 

the C, P. and Berar for 1939--1940 


Income 

In Lakhs 
of Rs. 

Expenditure 

In Lakhs 
ofRs. 

Land Revciiue 

242 

Cost of Collection 




(Direct Demand on 


Excise . . . . 

58 

Revenues) 

65 

Stamps 

44 

General Administra- 




tion 

69 

Forests , . . 

49 





Jails and Police 

67-8 

Registration 

6 





Education 

56*8 

Irrigation . . 

6-7 





Irrigation 

6-7 

Administration of 




Justice .. 

9*5 

Administration of 




Justice 

25*5 

Jails and Police . . 

9 





Agriculture 

10*5 

Education 

7*1 





Medical and Public 


Medical and Public 


Health .. 

22*9 

Health 

3 





Industries and Co- 


Agriculture 

yz 

operation . . . . 

6-5 

Motor and other 


Civil Works and 


Taxes . . 

25 

Roads . . . . 

54 

Industries and Co- 


Interest and Sinking 


operation . . 

' -6 

Fund 

23 

Civil Works 

12*9 

Debt, Deposit and 




Advances 

89 

Interest and Debt . . 

4 



Debt, Deposit and 


Capital Exp. charged 


Advances 

130 

to Revenue 

2 



Extraordinary Exp. 


Miscellaneous 

r;, ■■ Z? 

Miscellaneous 

^ 141 '3 

Total 

6,40 

Total 

6,40 
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Geiieral Statement of ReYenme and Expendititre of 

tke Punjab' for 1939- 1940 


Income 

In Lakhs 
ofRs, 

Expenditure 

In Lakhs 
of Rs. ■ 

Land Rcvc.tiuc 

276 

Cost of Collection 




(Direct Demand on 


Excise 

no 

Revenues) . . 

87 

Stamps 

86 

General Administra- 




tion 

iiC 

Foi'ests .. 






Jails and Police . . 

156 

Registration 

9 





Education 

165 

Motor and other 



: ■ 

Taxes 

17 

Irrigation . . 

D 5 

Irrigation . . 

460 

Administration of 




Justice .. .. 

53 

Administration of 




Justice 

17 

Agriculture 

39 

Jails and Police 

6 

Medical and Public 




Health .. .. 

78 

Education 

21 





Industries and Co- 


Medical and Public ^ 


operation.. 

28 

Jdcalth . . . . 1 

17 





Civil Works and 


Agriculture 

18 

Roads 

140 

Industries and Co- 


Eiterest and Sinking 


operation . . 

10 

Fund . . 

27 

Civil Works . . 1 

47 

Debt, Deposit and 




Advances 

6 

Interest and Debt 




Service 

3-8 

Capital Exp. charged 


De])osit and Advan- 


to Revenue 


ces , , . . . 

62 

Extraordinary Exp. 

3 

Miscellaneous 

22 

Miscellaneous 

Ill'S 

Total 

1 204 *8 

Total 

1204*5 
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Genera! Statement of Revenue and Expenditure of 
tlie Bomfeay Province for 1939-40 


Income 

In Lakhs 
ofRs. 

Expenditute 

In Lakhs 
of Rs. 

Land Revenue 

338*6 

Cost of Collection 




(Direct Demand on 


Excise 

287 

Revenues) 

172 

Stamps 

143 

General .Administra- 




tion . . . . 

88*8 

Forests . . . . 

41 





Jails and Police 

160 

Registration 

14 





Education 

200 

Irrigation . . 

32 





Irrigation . . 

58 

Administration of 




Justice 

19 

Administration of 




Justice 

65*8 

Jails and Police . . 

14 





Agriculture 

L 3 

Education 

ZI 





Medical and Pub,lic 


Medical and Public 


Health .. 

78 

.Health 

43*4 i 





Industries and Co- 


Agriculture 

4 . 

operation . . 

30*6 

Motor and other 


Civil Works and 


Taxes 

137 

Roads 

134 

Industries and Co- 


Interest, S i n k i n g 


operation . . 

7 

Fund and Debt . . 

123*7 

Civil Works 

47 

Miscellaneous 

159 * I 

Interest and Debt . , 

70 



Miscellaneous 

100 



Total 

1318 

Total 

1283 

Opening balance . . 

34 

Closing balance . . 

89,: 

Grand total 

157a 

Grand total , . 

, , h 37 z 
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Ctlief Sources of Revenue of the Provincial Govern- 
ments' 

L Land Revenue, It is the biggest source of income 
of the Provincial Governments. In spite of an increase in the 
amount of land revenue it cannot be relied upon as an elastic 
.source of revenue. On the other hand, it, not infrequently, 
prove,s an uncertain source of revenue in times of the failure 
of the Monsoons when remissions and suspeiisions of land revenue 
have to be made by the Government, entailing a heavy loss of 
revenue. But there seems to be no possibility of further in- 
crease owing to a heavy fall in the prices of agricultural products. 
It is pointed out by critics that rigidity of land revenue collec- 
tion without any due regard to the prices of agricultural pro- 
ducts and the yield of the land which shows variations from, 
year to year according to the amount of rainfall and other 
natural factors affecting agriculture, leads to many an adverse 
economic effects on the peasantry of India. Again, it falls more 
heavily on the poorer landholders than on the rich ones because 
of the complete absence of progressive principle in land revenue 
assc,ssj.ncnt. It does not satisfy many of the canons of taxation. 

2. Excise. Excise is a tax levied on commodities produced 
within a country. The excise revenue is obtained from the sale 
and manufacture of intoxicating liquors, hemp, drugs, toddy 
and from the fees for their sale licences. Excise duties vary 
from province to province. The income from this item has been 
stationary or diminishing in some of the provinces due to a 
restrictive policy of the Government and the increasing pre- 
judice being manifested against the consumption of drugs and 
liquors. 

3. Stamps. Stamp revenue is derived from two classes 
of stamps, judicial or court- fee stamps and non-judicial or com- 
mercial stamps. 

4. Forests. They are an important asset of the Provincial 
Governments. The revenue is obtained from the sale of timber 
and other forest produce, grazing fees and licence fees for per- 
mission to extract for sale firewood, charcoal, bamboos, ca.nes 
and minor forest produce. There are prospects of securing a 
good revenue from forests, if they are properly conserved and 
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exploited. 

5. Rcgktration, The revenue is mainly derived from 
registration according to the value of the dGcumeiits registered. 
The registration is compulsory in the case of certain documents 
relating to gifts and transactions of immovable property^ and 
optional in the case of others. 

6. Irrigation. Most of the canals are under the direct 
control and management of the Provincial Governments. Titc 
revenue is derived from the water rate imposed for the water 
supplied to the cultivators for irrigating their crops. The net 
profits derived from irrigation constitute an important source of 
revenue in the Punjab, Madras and the United Provinces. 

7. Schedule taxes. These are taxes which the Provincial 
Governments may impose at their discretion since the Reforms, 
without the previous sanction of the Governor-General. 

Cliief Heads of Expeaditiire of tKe Provincial 
GoYernnients 

The expenditure of the Provincial Governments is appor- 
tioned into two heads corresponding to the "reserved’* depart- 
ments and "transferred” departments of the Government. On 
the "reserved” side the chief items of expenditure are Direct 
Demands on the Revenue, General Administration, Police. Jails 
and Justice. On the "transferred” side the chief items of expen- 
diture are Education, Medical Relief, Public Health, Givi! Works, 
Industries and Agriculture, 

( 1 ) Direct demands on revenue. This item represents 
the cost of collecting land revenue, excise, forests, stamp duties 
and registration fees. In the United Provinces this item re- 
presents about 10 per cent of the total expenditure and needs 
reduction by observing strict economies in many directions. 

(2) General Administration. The expenditure under 
this head has increased enormously with the inauguration of 
the Reforms. It implies expenditure chargeable to headquarter’s 
establishment of the province, the revenue establishment and 
a prirt of the cost of magistracy. A considerable economy may 
be effected by bringing down the scale of salaries, allov/aiices, 
pensions, etc,, granted to superior staff and by other possible 
economies. 



PUBLIC FINANCE 


569 


(3) Police. Recently, there has been -witnessed a rapid 
increase under this head due to the increase in crimes and other 
terrorist activities. Although a reduction in police expendi- 
tuire is greatly desirable, yet in the fervour of economy, the 
einciency of police force for ensuring the peaceful state of the 
country should not be lost sight of. 

(4) Education. The expenditure on this item has of late 
shown some improvement but it is extremely inadequate con- 
sidering the vast illiteracy of the people. Means should be 
devised, somehow or the other, to increase the revenue or reduce 
expenditure in other directions so that larger funds may be 
allocated to this necessary head, for bringing enlightenment 
among the masses. 

( 5 ) Medical relief and ptiblic health. For preventing the 
corroding influence of the destructive diseases and improving 
the general physique of the people, the importance of this head 
cannot be over-emphasised. Considering the plethora of 
diseases and the notoriously unhealthy and insanitary tracts in 
■the country, the expenditure on this department needs an 
immediate expansion. 

(6) Indiisirks. The Provincial Governments are generally 
averse to spending any substantial amount on this head as any 
increased revenue, mainly due to the efforts and monetary sac- 
rifices of the Provincial Governments, -will go to the Central' 
Exchequer in the shape of revenue realised from income-tax 
head. 

(7) Agricnlture. Considering the importance of agri- 
culture, the expenditure under this head is ridiculously small and 
wdiatcvcr it is, a large portion of it is frittered away in the 
absence of any definite and steady agricultural policy and 
cooperation between the different allied departments. As soon 
as the finances permit greater resources should be made available 
for agricultural developments, and the amount should be spent 
•with definite viev/ to bring about amelioration in the hard- 
pressed conditions of the peasantry. 

(C) Local Finance , 

Besides the Central and Provincial Governments, there are 
’various public bodies like municipalities, district boards, local 
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boards, Tillage, unions, and port trusts wliicli arc usually known 
as Local Bodies. They hawe been also empowered to raise 
revenue from taxes or rates for the discharge of functions com- 
mitted to their control and supervision. These local bodies are 
subject to the authority of the Provincial Government in a 
variety of WTiys. 

The importance of local finance in modern times of growing 
political consciousness and rising spirit of nationalism has been, 
recognised in all the progressive countries of the world. Mainly 
as a result of the spread of enlightenment among the masses and 
their keen grasp of a sense of consciousness in respect of their 
rights, a demand for Self-Government has persistently arisen 
everywhere. With the growth of rising democracies and the 
assumption of increased functions by the Central and Provincial 
Governments, the need for relegating some of the functions to 
the local bodies has been definitely recognised for securing 
efficiency in public administration and sufficiency in public 
services. It is essential that these local bodies should be given 
a free hand in tapping some new sources of revenue. Local 
opinion is strongly in favour of indirect as opposed to direct 
taxation for municipal purposes. Some of the Boards have 
recently imposed a tax on circumstances and property. The 
U. P. Government has passed the Motor Vehicles Taxation Act 
in 1936, to realise money to pay grants to local authorities for 
construction, improvement a,iid maintenance of roads. 

The number of municipalities is about 780 in India and 
their total income averages Rs. 38 crorcs. The total income of 
all District Boards and Port Trusts is Rs. 16 crores and Rs. 1-5 
crores respectively. 

Tlie Fi:iii.ctiosis of Mu-nicipai Boards 

The municipalities in India are entrusted with various 
duties and diverse functions connected with the Town Govern- 
ment. The functions are classed under four main heads — 
(/) Public Safety, (ii) Health, (m) Convenience and (h^) 
Instruction. There are certain obligatory duties such as light- 
ing, watering and scavenging of public roads and streets; pre- 
vention and control of epidemics by improving the general 
sanitation of the town; public vaccination and inoculation 
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wlienever small-pox, cholera or plague breaks out; checking 
of public nuisances; protection against cdhflagratioiis; regulation 
and abatement of offensive or injurious trades and practices; 
removal of refuse from public places; construction and main- 
tenance of streets, roads, culverts, buildings, markets, slaughter 
houses, latrines, drainage and sewage works, tanks, drains and 
wells; establishment of public hospitals and dispensaries and 
provisions of primary education. 

Certain duties are optional. If their finances permit, 
municipalities may undertake the laying-out, construction and 
pavement of new streets and roads. For the public recreation, 
amusement, enlightenment and for the beautification of the^, 
town at large they may provide public parks, gardens, gymna- 
siums, swimming baths, playgrounds, museums, libraries and 
other public buildings. They may also undertake other public 
utility services, organise exhibitions, collect vital statistics, pro- 
vide maternity homes and compulsory education. 

Sources of Revenue of Municipal Boards 

The principal sources of municipal revenue may be classi- 
fied under five heads. 

(1) Taxes and Kates. Under this item the income is 
obtained from taxes on land and buildings, animals and vehicles, 
professions, trades and cailings, tolls on roads, ferries, and octroi 
duties on articles of consumption entering the town. Rates 
are also imposed in return for the services rendered such as (i) 
a water rate, {H) a lighting rate, and {tii) conservancy rates. 

(2) Realisations under special Acts. This head includes 
income from pounds, hackney carriages, licences for the sale of 
spirits and drugs and other sources. 

(5) Revenues from mumcipal property and power. A 
major portion of revenue is raised from rents of lands, houses, 
sarais (rest-houses) under municipal possession, from the sale 
proceeds of lands and produce of lands, from municipal markets 
and slaughter houses, from conservancy receipts, from educa- 
tional and medical fees, from fines and registration fees and 
from licence fees for carts. 

(4) Grmts and contributions. The income of municipa- 
lities is often supplemented by grants from the provincial 
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Statement of Income and Expenclitnre of a 

Municipal Board 


HeRcls of Income 

Rs. 

Heads of Expenditure 

Rs. 

I . Mimic'ipal 'Kates and 


I. General Administra- 


Taxes — 


lion and collection 


Octroi duties 

;,26,I28 

charges — 


Taxes on animals, 


General adminis- 


lands, buildings 


tration . . .. 

92,391 

and vehicles . , 

58,172 

Collection of taxes 

22,530 

z. Kealisations under 


Collection of tolls 

1 19.941 

special Acts— 


Refunds . . . . 

! 34,004 

From pounds and 


2. Public safety— 


hackney carriages 

5.321 

Lighting . . . . 

42,805 

From Licences for 


3. Public Health and 


the sale of spirits 

L565 

convenience— 


From other sources 

5.137 

Water supply 

1.533 

3. Ksvenm from pro- 


Drainage . . . . 1 

19,562 

perij and power — 


Conservancy . . 

32,530 

Rents of lands, 


Flealth (Officers, 


houses, sarais . . 

16,532 

! etc.) .. 

24.345 

Sale of lands and 


Hospitals and Dis- 


produce 

4,312 

pensaries .. 

16,905 

Conservancy receipts 

11.335 

Other charges . . 

15.373 

Fees from market 


Public works and 


and slaughter 


Roads 

67.531 

houses . . . . 

3.267 

4. Public Instructions — 


Copying fees 

1,202 

Schools and Col- 


License fees on 


leges . . . . 

31,482 

.. 

4.503 

Contributions 

9.505 

Fines . . . . | 

7.905 

Libraries, museums. 


Premium on loans 1 

1,361 

etc. 

5.472 

4. Grants and contri- 


5. Miscellaneous — ■ 


butions — ■ 


Printing and law 


From Government 


charges 

7.340 

for education . . 

17.732 

Other items. 


5 . Miscellaneous — 




Other items 

8.035 

6. Extraordinary debt 


6 . Extraordinary debt 


and deposits 

12,5 32 

and deposits 

7.372 



7. Opening Balance . . 

12,821 

7, Closing Balance 

36,946 

Total 

4,92,700 

Total 

4,92,700 
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revenues, 

(5) Miscellaneous, This item implies income from extra- 
ordinary sources, such as interest on municipal investment, etc. 
Municipal boards also borrow funds from the Provincial Gov- 
ernment or in the open market on the security of their revenues. 

District Boards and tkeir Functions ' i 

The duties and functions entrusted to district and local 
boards in rural areas are practically the same as those of the 
municipalities in urban areas, allowing for the different environ- 
ments and requirements of town and country. Their main 
duties may be classified thus;— 

1. The management and supervision of all property 
vested in the District Board. 

2. The construction, maintenance and improvement of 
public roads and other means of communication. 

3. The establishment and maintenance of hospitals, dis- 
pensaries and rest-houses. 

4. The provision of drainage and water supply. 

5. The improvement of general sanitation. 

6 . The construction and maintenance of markets. 

7. The provision of education. 

8. The planting and preservation of trees on the roads 
under the control of the District Board. 

9. The provision of relief during periods of famine and 
scarcity. 

10. Besides these, other functions, such as the organisa- 
tion of public fairs, agricultural shows, industrial exhibitions, 
construction of embankments and the supply of water for irri- 
gation facilities may be also undertaken. 

Sotitces of Revenite of District Boards 

The major portion of revenue of district boards consists 
of rates and cesses levied upon agricultural land in addition to 
land revenue. They are also empowered to impose taxes on 
companies and professional men. Other sources of income are 
pound receipts, tools on vehicles, ferries and bridges. A good 
deal of income consists of contributions from the Provincial 
Government either as annual grant-m-aid for particular services, 
or capital sums for specific work of construction. Receipts 
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Total .. z,i-j,6Z4 Total .. 2,21,080 

Opening Balance 11,315 Closing Balance .. 7 > 9'^9 
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from markets, shops, and other properties considerably swell 
the revenues o£ the district boards. 

Progress of Local Bodies 

There are at present about 800 municipalities in British 
India with something over 2,10,00,000 people within the limits 
of these municipalities — ^roughly 710 have a population of less 
than 50,000 persons. The number of district boards in the 
country comes to about 207 with 584 sub-district boards besides 
455 Union Panchayats in Madras. The total annual income of 
municipalities amounts to Rs. 15 crores, whereas that of district 
boards stands about Rs. 12-5 crores. 

It is held by many that the progress of local bodies has 
been very slow and disappointing. It is contended that the 
type of administration and activities of the local bodies of 
progressive countries is conspicuous by its absence in India. The 
sanitary administration is inadequate and municipal cities re- 
present a scene of haphazard growth without any sense of civic 
beauty and utility. The causes of this unsatisfactory state of 
affairs are somewhat varied and complex too. 

Firstly, the resources of public bodies assigned to them for 
discharging the wide range of functions are utterly inadequate 
and the financial support is incompatible with the task in hand. 
Municipalities have not been able to outline a bold scheme of 
local taxation for taxing the unearned increment of the inflated 
values of landed properties within their jurisdiction. Secondly, 
it may be stated that members in municipal bodies lack, to a 
considerable degree, civic conscience the absence of which can 
partly be explained to th^ extinction of village communities 
wherein people imbibed their lessons in self-sacrifice, self-reliance 
and self-government, and partly to the autocratic administra- 
tion to which people have become used for several decades. 

Lastly, a serious clog in the efficient administration of 
municipal bodies is to be found in the absence of intelligent 
citizenship. The illiterate man who registers his vote at the 
polls without knowing the why and how of things is not a 
source of strength or wisdom to any form of Government. 
Citizens must be intelligent and feel interested if they wish to 
sec tlicir Government a success. Political education and wide 
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enfrancliisernent are an mdisperisable concomitant; of municipal 
organisation. ' 

It h, however, hoped that the spread of enlightenment 
among the masses, the growing consciousness of their rights, 
the increasing interest and zeal in the management of the local 
affairs, the widci: enfranchisement, and the tapping of expanding 
resources ■will open a new chapter of development and progress 
in the career of local bodies. 


'Let there be Light’ 
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Some Important QiaestioJis 
A—INTRODUCTION 

L Economics has been defined by some ■writers as the science of 
wealth. How far this definition is adequate? Discuss it fully. 

2. What are the chief divisions into which the subject-matter of 
Economics is generally divided by writers? Discuss their inter- 
relation. 

3. What is Economics? Flow far is the study of Economics helpful 
in practical life? 

4. If you had to define Economics to an intelligent but uneducated 
peasant, how would you set about it? 

Distinguish between individual and social wealth and state 
what you mean by Economic goods. 

B— CONSUMPTION 

1. What arc the chief characteristics of Human Wants? Explain 
and illustrate the distinction between necessaries, comforts and 
luxuries. Give examples from India. 

2. State and explain, with the help of a diagram, the Law of 
Diminishing Utility. Are there any exceptions to this Law? 

3. What is meant by Elasticity of Demand? Why is the Demand 
for some commodities more dlastic than for others? Explain 
fully. 

4. What is the relation of Saving to Spending? Is it of any conse- 
quence to society how an individual spends Ifis income? Should 
society interfere with a mSan’s liberty in spending money? 

5. Clearly explain what you understand by the term 'Consumption’ 
and give examples! of different types of consumption. 

Consumption is regarded by some as the goal of economic 
activity and by others as a means of restoring energy, -which 
view in your opinion is correct? Give reasons. 

■{>. What practical advice would you give to a coolie or an Indian 
peasant who may seek your guidance in the matter of regulation 
of his expenditure? 
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7. State clearly the Law of Satiabiiity of Wants. Can, you deduce 
from it any law for the guidance of people’s expenditures? State 
by an example. 

f?. .Distinguish between a liigH standard and a rational standard of 
living and estimate the importance of the standard of living to- 
con.sumption. 

.9, "To raise the standard of life of the people of India wants should 
be multiplied, even if some of these wants are not of a beneficial 
nature. Without this progress will not be possible.” How far 
do you agree with the view expressed herem? 

1 0. State the effects and importance of habits and customs of the 
people of India on their economic life. 

11. Write short notes on the following: — • 

(a) Consumer’s Surplus; (^) Engels’ Law of Consumption; 
(c) Economic waste; (d) The standard of living; (^) Total 
utility and marginal ittility. 

C— PRODUCTION 

1. India has abundant natural resources, a plentiful supply of labour 
and large amount of mactive capital. Discuss fully what fruit- 
ful opportunities are available to enterprise in India and to 
mobilise the productive resources of the country. Give examples. 

2. What are the chief means of artificial irrigation in India? Explain 
fully the chief economic advantages of canal irrigation in the 
United Provinces. How is it that some canals bring profit to the 
Government while others are run at a loss? 

3. What arc the chief sources of power available in India? What 
would be the effect of development of Hydro-electric works on 
rural itadustrics and agriculture in these Provinces? 

4. Give an account of the soils and climates of India and. explain 
their effects upon the economy of the country. 

5. Describe the types and extent of irrigation facilities in these 
Provinces. How far can they be extended? Can the tube well 
scheme of the Government satisfy the needs of the Indian culti- 
vator? 

6. To what extent is India fitted by Nature for industrialisation? 
F. torn this point of view briefly describe India’s Natural resources. 

7. What are the chief recommendations which you would suggest 
for the improvement of our village industries? 

8. Draw a map of India showing the distribution of principal crops, 
minerals and modern industries. : - 

9. What do you mean by the term density of population? Account 
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for the variations in the density of population of the different 
Provinces of India. 

10. Carefully explain Division of Labour. How does it arise? 
What are its advantages and disadvantages? Give examples. 

11. What do you understand by 'efficiency of a factor of production’? 
Do you think the factor of production — labour in India is effi- 
cient? If not, what proposals would you make for making it 
efficient? 

12. What are the chief causes of the inefficiency of Indiaia labour? 
How and to what extent can they be removed? 

13. Examine the causes of the high infantile mortality rate in India, 
"What forces are at work to check this evil? Do you think India 
is overpopulated? If so, what remedy would you suggest to 
keep the population to the level of the means of subsistence? 

14. Define the term capital and distinguish between fixed and cir- 
culating capital. How do you account for the scarcity of 
capital in this country? 

15. What are the chief factors upon which the accumulation of 
capital in a country depends and examine to what degree these 
are fulfilled in our villages? 

16. Explain and illustrate the Laws of Diminishing and Increasing 
Returns and give the importance and limitations of each. 

Discuss the advantages and disadvantages of a large and a small 
scale of production. Which form of production would you like 
to see developed in your own country, and why? How far large 
scale production is applicable to Indian Agriculture? 

18. "What are the functions of an entrepreneur in modern industry? 
How far are these functions performed by the village artisans in 
India? 

19. What do you understand by the term localisation of indiastries? 
Give the main causes of Localisation and trace its advantages and 
disadvantages. 

20. If you were given the choice of developing either the means of 
communication or irrigation in India within the next decade, 
which policy would you adopt? State clearly the reasons for 
your preference. 

21. Tell what changes in rural industries and agriculture result from 
cheaper and quicker means of transportation. 

22. Discurjs the influence exerted by the introduction of machines 
on the efficiency of production as well as the quality of human 
life. Illustrate your remarks with special reference to Indian 
factory labour. “ 
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23. Write short notes on: — 

(1) Free Goods and Economic Goods. (2) Skilled and unskilled 
labour. (3) Positive and preventive checks. (4) Extensive 
and intensive cultivation. (5) Internal and externui 
Economies. 

D— EXCHANGE 

1. What is the importance of exchange? Show that both patties 
gain in Utility by exchange. Are there any circumstances under 
which such a gain would disappear? 

2. What causes bring about an extension of markets and with what 
results? Distinguish clearly between short and long period 
markets. 

3. Differentiate between market price and normal price. State how 
the market price of a commodity say cotton is determined. 

4. Explain value and discuss that "there can be no general rise in 
values and no general fall in values.” 

5. Describe the marketing of one of the principal crops in your 
district by the Rayot. Is he tmable to hold tip his crop for a 
better price? If so, for what reasons? 

6. The value of a commodity is normally equal to its cost of 
production. Does this mean that it is the cost of production 
of a commodity which gives it its value, so that if there were 
no cost of production, there would be no value? Explain, how 
cost of production effects value? 

7. Discuss the following statements: — 

(1) "The value of a commodity cannot be permanently much 
above or below its cost of production.” 

(2) "The demand for a given quantity of a commodity is 
governed by the marginal utility of that quantity.” 

(3) "Value tends towards the cost of production in the long 
nxn,” 

(4) "If price rises demand diminishes, but if demand diminishes 
price falls. It is difficult to see how price ever changes.” 

(5) "Vake depends wholly upon the relation between demand 
and supply.” 

8. What are the essentials of value and what regulates the value of 
agricultural produce and manufactured goods? 

9. Describe exactly the meaning of increase in demand, illustrating 
your answer by a table of figures or by a diagram. Is it possible, 
under certain circumstances, for the demand to increase and yet 
the maritet price to remain unaltered? * If so, explain the 
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circumstances. 

10. What is meant by the equilibrium of demand and supply? 
Explain and illustrate demand and supply schedules and give 
their uses. . . ' ■ _ 

l i. Explain the conditions in which barter is possible. Why does 
sale for money take the place for barter? 

12. Explain the meaning and functions of money and point out the 
I’easons for which precious metals have been chosen as mediums 
of exchange. 

13. What is the standard of value in Indi.a — Gold or Silver? Is it 
necessary that the standard of value should also serve as a medium 
of exchange? 

14. "A great feature of modern commerce is the economy in the use 
of metallic money.’' Explain this and show how this economy 
is possible and point out the dangers of such a system. 

1 5 . Discuss fully the Gresham’s Law and explain its working. 

16. What do you mean by paper money? Point out its advantages 
and limitations. What are the necessary safeguards to its use. 
Illustrate your answer with reference to the Indian system. ^ 

17. What is credit money? Trace out its drawbacks and distinguish 
between a bill of exchange and a cheque. 

18. What are the proper functions of a Bank? What is the difference 
between a modern Bank and an indigenous Bank? Enumerate 
ail kinds of businesses which the latter transacts. 

19. Explain — "A sound and widespread system of Banking is essential 

to the full economic development of a country.” 

20. {a) What are the different classes of banks in India? Enumerate 

their functions with special reference to the Reserve Bank 
of India. 

(b) What are the main causes of rural indebtedness in India? 

21. Do you think that the extension of Co-operative Credit Societies 
would solve the problem of rural indebtedness in India? 

22. Write short notes on the following;-— 

(1) Debasement and deterioration. (2) Inflation and deflation. 
(3) Single and double standard. (4) Seigniorage and brass- 
age. (S) Free and gratuitous coinage, (6) Gold standanl 
and gold bullion standard. (7) Standard coin and token 
coin. (8) Appreciation and depreciation of currency. (9) 
Fiduciary paper money. ( 10 ) Hundi and Bank draft. (11) 
Coiwertible and inconvertible notes. (12) Index numbers. 

23. Write a note on the nature of India’s import and export. What 
are tlie principal countries with which India trades? What is 
37 
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the share of the British Empire in the foreign trade of India? 

24. What are the advantages of credit to modern, commerce and 
industries? 

E--DISTRIBUTION 

1. Explain carefully what you understand by distribution? Ai‘e 
wages determined more by the productivity of labour or by the 
cost of production of labour? 

2. How far do you think Indian social customs prevent wages from 
rising and falling in accordance with the efficicnej of the labourer? 
What effect has the standard of living on the determination 
of wages? 

3. State the Law of Rent. How does the rent arise and how is it 
measured? What forces bring about a rise in rents? 

4. Establish the proposition that rent forms no part of those expenses 
of production which affect price. Do you think there would be 
no rent if there is no Law of Diminishing Returns? 

5 . Give an account of the system of land tenure in the Province 
of Agra. "The object of the Government is to secure for the 
cultivators fixity of tenure and fair rentS' — ” How far has the 
above object being secured by the present tenancy legislation in 
the United Provinces? 

6. Would there be Economic rent, (a) if the Government owned 
all the land, (b) if land were owned by the cultivators, (c) if 
the supply of better land were practically unlimited? 

7. Analyse profits into its various constituents. Is it necessary that 
there should be profits? What function does profit perform in 
industry? 

8. Discuss the relation between the rate of interest and the growth 
of capital and discuss how interest is determined? 

9. Why rate of interest differs from place to place, from time to 
time and from man to man? How rate of interest affects 
saving? 

10, Write short notes on: — 

(a) National Dividend. (/?) Unearned increment, (c) Gross and 
net interest, (J) Pure and gross profits, (a) Real and 
nominal wages. (/) Economic and contract rent, (g) Profit 
per turnover and profit per annum. 

PUBLIC FINANCE 

1. Name the main sources of income and expenditure of the Pro- 
vijicial and Imperial governments. Give approximate figures and 
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comment on each item. 

2. Give the important sources of income and items of expenditure 
of any Municipal Board or a District Board in the United Pro- 
vinces. Do you think, the income of each of these Boards is 
sufficient to meet their requirements? 

3. Explain direct and indirect taxes and outline their merits and 
demerits. "What are the principal canons of taxation? 

4. Are there any taxes on profits in India? Who bears the burden 
of these taxes? Are they partly or wholly shifted? 

What is the incidence of a tax? Who bears the following taxes? 
(a) Sugar tax; {h) Cycle tax; (c) House tax; (cf) Circum- 
stance and property tax; (<?) Excise tax on matches. 

6. Explain the following: — 

(«) Excise duties; (b) Import and export duties; (c) Ad valorem 
and specific duties; (d) Protective and revenue duties; (c) 
Proportional and progressive rate of taxes; (/) Poll taxe ,5 
and octroi duties. 

F— PRACTICAL WORK 

1. Classify under general heads the monthly expenditure of a college 
student living in the city and getting Rs. 40 per month from 
his father who is at Budaun. Represent the Budget by means 
of a diagram. 

2. Write very briefly but clearly the diffierent processes of produc- 
tion of any commodity produced by a farmer or an artisan. 

3. The selling price of 2 doz., chairs is Rs, 120. Distribute this 
amount among the different items of cost of production and 
represent the classification by means of a graph. 

-I. Prepare the cost of production chart of any commodity which 
you have investigated and represent your final statement of 
costs by means of a diagram. 

S. The following is the statement showing the expenses of produc- 
tion of potatoes on a land of S Bighas Kham in size: — Rent 
for the year Rs. ll}4; oil for the plough -j2|6; repairs of tools 
~|5j-; commission Rs. l\9i tax at the bridge -|10|-; weighing 
charges -jl0|-; freight charges to Railway Rs. 4jll; thela charge.s 
Rs. 2j3; manure Rs. 12|8; bullocks feeding Rs. 3j7; wages for 
manuring and digging Rs. 10; depreciation of tools -j/jC; interest 
paid Rs. 3j2; miscellaneous costs Rs. l|l4; watering tax Rs. 2j3. 
Total production 8 maunds of potatoes per bigha, sold at the 
rate of Rs. 3 per maund. 

{a) You are required to calculate the cost of production of 
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potatoes on one bigha only and to place the difTereut heads 
of expenditure under suitable headings. 

(fy) Reprosent the different heads of expenditure on the graph 
paper after calculating the profits, 

6. A establishes a sugar factory with a capital of Rs. 50,{)0«:), At 
the end of first year of working, he finds he has got in hand 
from, the sale proceeds of sugar etc., a .sum of R;;. 125000, aftoi- 
paying the wages and the price of . raw mafcnals. Under what 
heads should the amount be apportioned and why? 

7. The following are expenses of a coolie:-— 

Ata -j3|~ a day; pan -]-|6 a day; wood Rs. 2 a month, 
oil and ghee Rs. 2 a month; rice -\-\6 a day; a pair of shoes 
Rs. ijS a year; tobacco -j3]- a week; house rent Rs. 3 a month; 
sweets -[sj- a month; vegetables -•[-[<? a day; municipal tax Rs. 1 [14 
six monthly; sweeper -|4j- a month; cinema -jlOj- a month; 
charpai Rs. ijS a year; kerosene oil -jzj- a week; dhoties Rs. 2|4 
a year; salt -|2|- a month; other clothes Rs. 3|l2 a year; country 
liquor Rs, 2 a month, religious and social expense,? Rs. 6 a year.; 
debt payment Rs. 2 a month; Books -jSj- a month. 

Calculate all expenses on a monthly basis and classify the 
items under general heads and represent your classification by 
a diagram, (A month should be reckoned of 30 days or of 
4 weeks) . 

8. A sugar mill company produced 100,000 mds. of sugar in the 
year 1935-36, and sold the produce for R.s. 9 lakhs. How wdll 
the proceeds be divided? Illustrate your answer by means of a 
diagram on the graph paper. 



